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Chapter 13 


Government Regulation: 
The Pension Benefits Act 


THE ACT AND ITS BACKGROUND 


At several points in the foregoing discussion of employment pension 
plans we have referred to the Pension Benefits Act, the provincial 
statute under which plans in both private and public sectors are regu- 
lated. This act is the logical vehicle for the regulatory changes 
already proposed, especially in Chapters 8 (vesting, portability) and 
9 (funding), but also for those appearing under the appropriate subject 
headings elsewhere in the report. In the present chapter those somewhat 
scattered observations will be brought into the context of the act 
itself, its administration, and other important aspects of pension 
plan supervision. We shall draw attention to several issues not other- 
wise examined in detail, including that of how effective the act is at 
present and what its future role might be in achieving public policy 
objectives for retirement income. 


Briefly stated, the Pension Benefits Act requires registration 
of all employment pension plans with members in Ontario, including 
plans operated by the Crown and Crown agencies, municipalities and 
local boards, and excluding only those plans that are financed entirely 
by employees.(1) To be accepted for registration a plan must comply 
with certain criteria relating to vesting of benefits, solvency of the 
pension fund, investment policy, and disclosure of information. The 
plan must not only meet the formal requirements of the act, but must be 
administered accordingly. (2) 


From the historical treatment in Chapter 3 it will be recalled that 
the statute is essentially the same as the Pension Benefits Act of 
1962-63(3) except that the original requirements for a mandatory or 
"standard" plan were repealed in 1964.(4) Thus, although plans were not 


required to qualify for registration until January 1, 1965, the legisla- 
tion had then been in place for some twenty months. The administrative 
agency, the Pension Commission of Ontario, had been functioning since 
August 1963; and the initial filing of information returns had been 
substantially completed by January 1, 1964.(5) 


When introducing the revised act in May 1965 the Premier, the 
Honourable John P. Robarts, reported that steps already had been taken, 
beginning with the disclosure of Ontario's draft legislation at a con- 
ference of provincial premiers in August 1961, towards the development 
of uniform supervisory laws and co-ordinated administrative machinery at 
the provincial level. In this way, Ontario's "pioneer legislation" as 
the Premier described it was viewed as the first step in the direction 
of “our goal of uniform rules regulating pensions across Canada."(6) 


Precisely why the supervision of pension plans should have been 
seen as an interprovincial and not a federal responsibility has been 
discussed. The circumstances were summarized by Premier Robarts when 
the original bill came before the Legislature for final disposition in 
1963. He described: "the altered situation in which the provinces 
of Canada have found themselves because of a decision of the Federal 
Government four years ago," 


"The partial regulation of most pension plans by way Of income tax 
rules, a control that the Federal Government had gradually im- 
posed, was Slowly relaxed by softening the rules for registration. 
Finally several of the more important rules were wholly withdrawn. 
There is of course considerable regulation of pension plans by 
other branches of government but it is not sufficiently uniform, 
as between one branch and another, to assure protection of the 
public interest in all cases. A gap of some importance now exists, 
therefore, in the law. The constitutional power to fill that gap 
lies with the provinces."(7) 


Clearly it was the need rather than the constitutional authority 
that had become apparent by about 1959, as a consequence of changes 
in the exercise of discretionary powers by the Minister of National 
Revenue. At the same time there was, and had been for some time ; 
public discussion of the need for better and more specific measures 
to protect the interests of employees in pension plans. Tax rules 
governing vesting, for instance, at no time had required employers to 
grant deferred pensions to terminating employees under age 50 or with 
less than 20 years of service. With this and other areas of regulation 
effectively vacated by the federal government, Ontario was obliged not 
only to pick up the reins but to consider every dimension of employment 
pension plans. While income tax rules are intended primarily to protect 
the public treasury from excessive revenue losses due to abuse of tax 
deductibility, any specific pension legislation would have to take 
into account the complex relationships among individuals, employers, 
unions and financial institutions; and above all, would necessitate a 


careful assessment of the long-term role of employment pensions within 
an evolving system of social security. 


These matters were studied in depth by the Committee on Portable 
Pensions, appointed in 1960 by the Premier, the Honourable Leslie M. 
Frost. The committee issued its Summary Report in February, 1961, and 
its Second Report and a draft bill the following July.(8) By the spring 
of 1963 the "gap in the law" had been filled in Ontario by the Pension 
Benefits Act, 1962-63; other provinces would follow; and a mechanism for 
interprovincial co-ordination of Supervision was at least partially 
operational. (9) 


Some evidence of the immediate impact of the legislation is re- 
vealed in the Premier's remarks to the Legislature on introducing the 
revised act in May, 1965. Of more than 8,100 plans filed for reg- 
istration, 4,359 covering some 553,000 Ontario members had required 
amendments to improve vesting conditions at least to the new statutory 
standard (age 45 and 10 years' service). "Many plans" were found to 
have inadequate funding provisions, including 98 which were completely 
unfunded ("pay-as-you-go") and 76 which were funded only for retirees 
("terminally funded"). No statistics are available to show the mag— 
nitude of the changes made for purposes of registration; nor is it pos- 
Sible to estimate the improvement in actual benefit entitlements, many 
of which would not be realized for many years in any case. The immediate 
effect was to be seen only in the plans themselves; changes in their 
Structure and financing would enhance the prospect that their members 
would receive at least some benefit from their periods of participation. 


Once the "standard plan" provisions of the original act had been 
removed, the legislation contained nothing that would oblige an employer 
to establish a pension plan or maintain a plan in force. Accordingly, 
it was not designed to deal with the problem of coverage discussed in 
Chapter 8, or even portability, as we pointed out in the same chapter, 
except insofar as it preserved accrued rights for that section of the 
work-force usually regarded as less mobile: the over—-45s with ten or 
more years of service with one employer or within one plan. The act 
did not interfere, moreover, with the basic structure of employment 
pension plans: their benefit formulas, level of benefits, or funding 
methods. (10) 


Any evaluation of the Pension Benefits Act must consider these 
important limitations of purpose - all stemming from the single assump- 
tion that enployment pensions were voluntary, and as such might not 
Survive or flourish in a climate of excessive regulation. The Pension 
Benefits Act was designed to provide a framework within which employment 
pension plans could continue to operate. It must be remembered that the 
act is only the vehicle for implementing public policy and it should be 
changed to reflect changes in that policy. Consideration of the Pension 
Benefits Act and the role of the Pension Commission of Ontario must 
therefore take into account the recommendations of the Commission for 


changes in retirement income delivery, and changes in emphasis since the 
act became effective in 1965. 


The act does not) create’ pension = plans) Lteprovides thal all 
pension plans with members in Ontario (except those in which benefits 
are paid for solely by employees) must be registered. The prerequisites 
for registration create a minimum standard with which all plans must 
comply. These prerequisites cover the broad areas of vesting, solvency 
investment and disclosure. The regulatory powers under the act are 
enforced through the registration and deregistration power. This 
concept of regulating a minimum standard for voluntarily established 
plans, as we shall see, has important implications for the role of the 
Pension Commission of Ontario. 


REQUIREMENTS FOR REGISTRATION UNDER THE ACT 
Reporting and Registration Procedure 


The employer is required to file for registration any pension plan 
covering Ontario employees and maintain it as a qualified plan so long 
as it is in force. An annual information return, including contribution 
information, is required. In addition to the general provisions of 
section 18 of the act, the regulation (s. 9) calls for Eli longsotiai 
documents "under which such plan is constituted" including a trust deed, 
insurance contract, or collective agreement, and amendments to the 
plan or relevant documents. A valuation report and actuarial cost 
certificate must be filed every three years, with specified particulars 
depending in part on whether or not benefits are fully insured, money- 
purchase, etc. 


A plan may be accepted for registration or rejected, or its certif- 
icate of registration may be cancelled (see "Enforcement"). Fees;, 
payable on application for registration and with each annual information 
return are currently $1.50 per plan member in Ontario, subject to a 
minimum of $7.50 and a maximum of $300. (0. REG 9654 juSs8) ie 


Vesting, Locking-in 


A registered pension plan must provide that pensions for service 
in Ontario or a designated province after January 1, 1965 or created 
under the plan after that date are fully vested in an employee who has 
attained age 45 and has completed at least ten years of service with the 
employer or (in the case of a multi-employer plan) membership in the 
plan. Employee contributions toward the cost of the vested benefit are 
locked in, but a plan may allow commutation of a benefit of less than 
$10 per month or up to 25 per cent of the value of the deferred annuity. 
Regardless of age or service a plan member is not permitted to withdraw 
contributions (except voluntary additional contributions) while still 
employed and the plan is in force. (Sec. 21 (2 (Bde (2s 


Operation of the vesting provisions is examined in detail in 
Chapter 8, but several related requirements should be mentioned here: 


Benefit Formula 


Benefits must be credited according to a definite formula and must 
satisfy the principle of "gradual accrual" (Act, sec. 23; Reg., Ss. 10). 
While some variability of benefit credits or employer contributions may 
be permitted by the conmission, it is understood (for example) that a 
plan in which benefits accrued only after age 45 would be unacceptable. 


Value of Locked-in Contributions 


In the light of the possibility of "“over-purchase" described in 
Chapter 8 (Locking-in) the act stipulates that the deferred or immediate 
pension benefit credit must be at least equal to the value of the em- 
ployee's contributions (sec. 21(11)). 


Successor Employer 


Continuity of service for vesting purposes is considered unbroken 
where the employer sells all or part of the business, whether or not the 
successor employer has a pension plan or assumes responsibility for 
accrued benefits. Service with the former employer must also be counted 
towards fulfilling any eligibility conditions of a pension plan operated 
by the successor (sec. 25a). 


Exemption From Vesting 


The commission may permit a "bridging supplement" as defined in 
section 13 of the regulation to be excluded from the vested benefit. 
This exemption, formerly applied to a variety of supplemental or minimum 
make-up benefits, is now limited to supplemental payments made until the 
retiree is eligible for government benefits (OAS, CPP/QPP). 


Reduction for Government Benefits 


Benefit offsets are not permitted for indexed adjustments in 
government benefits occurring after termination of employment or retire- 
ment. (Regs: sae227(10). 


Vesting on Plan Termination 


Provisions governing plan termination recognize the right of all 
plan members to the preservation of their accrued credits to the extent 
the assets of the plan are sufficient, before any funds can revert to 
the employer. Full vesting under these circumstances regardless of 
age or service is therefore assumed, although locking-in of employee 
contributions is enforceable only for those who meet the 45 and 10 
conditions. Benefits subject to the vesting rule are treated as having 


priority in the allocation of assets, at least to the extent they have 
been funded. (Act, 21(7), (8), and (9); Regie.cs. 14))4 


If the plan permits a transfer of vested pension credits to another 
plan or pension vehicle, the recipient trustee or carrier must agree to 
administer the benefit in accordance with the statutory restrictions on 
cash withdrawal, assignment and alienation (Reg'.-;siclG 32 and 308/787 
S. 2). The enabling provision for a central transfer agency (Act, 
Ss. 16) has not been implemented. 


Solvency 


Tests and standards for solvency are set out in the regulation 
under the general authority of sections 22(1)(a) and 28(d) of the act. 
In general terms, employers are required to pay into the plan all cur- 
rent service costs and, in addition, certain special payments to am- 
ortize initial unfunded liabilities within 15 years. and experience 
deficiencies within 5 years. Employee contributions must be transmitted 
within the month following the month they are paid by the employee; 
other costs must be met not later than 120 days after the end of the 
plan fiscal year (Reg., s. 2). 


As discussed more fully in Chapter 9, compliance with the solvency 
requirements means that a plan is "provisionally funded" - that is, it 
is considered able to meet its future Obligations if it is continued in 
force. Since a plan may be solvent while not yet. fully*funded, /its 
assets may be insufficient at a given time to provide for all accrued 
benefits. For that reason both the act and regulation treat certain 
funding problems in relation to the possibility of plan termination. 
For example: 


- Recent improvements in past service benefits may have to be cut 
back to the extent that their funding, which may extend over 15 
years, has not been completed. As a corollary, plan funds may 
not be used to purchase annuities to cover the unfunded portion 
of such "additional benefits." (Act;"s.U21(9)7¥Regti s262 (Gis 


- An escalated adjustment for retired or terminated members may 
be excluded from prefunding provided that at least the cost 
of actual payments is met as a current service cost; but the 
unfunded portion of an escalated adjustment may be dropped in 
the event of a winding-up. (Reg., Ss. Le.) he 


Fundamental to solvency is the requirement that the funds of a 
pension plan, unless administered by a government, must be administered 
by individual or corporate trustees, a life insurance company, a pension 
fund society, or under the Government AnnultGres! Actii(Canada)se. Ald 
payments into a plan therefore are segregated from the employer's assets 
and cannot revert to the employer for any reason without the consent of 
the commission. (Reg., s. 18). 


Annual cost certificates and triennial valuation reports are 
required. The Commission must be satisfied that a valuation employs 
assumptions that are appropriate for the plan, and methods "consistent 
with the sound principles established by precedent or common usage 
within the actuarial profession." (Reg., s. 4b). 


Test Valuations 


Of importance in a discussion of solvency is the "test valuation" 
described in section 4a of the regulation. As the name suggests, this 
method is available in addition to a regular valuation - not in place of 
it - and may be used at the discretion of the actuary to determine what 
portion of any experience deficiency is attributable to an unforeseen 
escalation of salaries. That portion may then be treated as an initial 
unfunded liability and amortized over fifteen rather than five years. 
Conditions prescribed for a test valuation (e.g., maximum 6 per cent 
interest, no turnover assumption) are an exception to the latitude 
Otherwise given to the actuary's judgment; and the fact that the test is 
based essentially on winding-up assumptions is an exception to the rule 
that valuations must be on a going concern basis, accounting for future 
Obligations such as earnings-related benefit increases in final average 
plans. (12) 


Investments 


Pension fund investments are regulated under section 14 of the 
regulation under the general authority of sections 22(1)(b) and 28(c) of 
the act. Qualitative limits are determined first by reference to the 
Canadian and British Insurance Companies Act (Canada) and three other 
federal and provincial statutes governing insurance, loan and trust 
companies. The effect of these references is to permit investments in 
government and government-guaranteed loans, corporate bonds, other 
secured loans, common stocks with an established dividend or earnings 
record, and certain other income-producing investments. 


These general provisions are then modified in quantitative as 
well as qualitative terms. Real estate and leasehold investinents are 
permitted, subject to certain conditions including an overall limit of 7 
per cent of total plan assets at book value. Investments and loans 
otherwise not permitted (not including real estate or leaseholds) may be 
made up to 7 per cent of the book value of plan assets (the so-called 
"basket clause"). 


A 10 per cent limit is imposed on the value held in securities of 
a Single corporation or person, including the plan sponsor. Loans 
except for personal residential mortgages are not permitted to persons 
connected with management of the plan, including personnel of a union 
representing employees of the plan sponsor. Commissions or similar 
payments to company, union or fund personnel are expressly prohibited. 


Investments: Supervision 


In the annual information return the employer is required to 
certify that: "the plan and the investments thereof have been admin- 
istered in accordance with the Act and Regulation...." While there 
is no specific requirement for filing particulars of the investment 
portfolio or plan transactions, the commission has the power to obtain 
the necessary information under sec. 9(3) of the regulation. 


Disclosure to Employees 


Each employee who is eligible or required to become a plan member 
is entitled under section 23b of the act to: "a written explanation 
of the terms and conditions of the plan applicable to him or her; a 
written explanation of the rights and duties of the employee; and such 
other information as may be prescribed by the regulations" - all within 
prescribed time limits. Similar information must be provided when the 
plan is amended. In addition, an employee on termination or retirement 
must be given a written statement of his or her benefit entitlement. 


No other disclosure to employees is required, except that any plan 
member (Or an agent with written authorization) may inspect and make 
extracts from the plan at the offices of the commission (Ss. 23c). These 
statutory provisions are not amplified by the regulation. 


ADMINISTRATION OF THE ACT 
The Pension Commission of Ontario 
ne re Letra lo 


Administration of the act is the responsibility of the Pension 
Commission of Ontario (PCO) which reports to the Legislature through 
the Minister of Consumer and Commercial Relations. The commission is 
composed of from five to nine members (currently nine) including a 
chairman and vice-chairman, appointed by the Lieutenant Governor in 
Council for terms of one to three years and eligible for reappointment. 
In practice, all are drawn from outside the public service and serve on 
a part-time basis, with meetings once or twice a month. Hearings as 
such are not held by the commission, although groups of commissioners 
are delegated from time to time to meet with interested parties on 
specific questions of compliance. 


Functions of the commission include the acceptance of pension plans 
for registration and the rejection or cancellation of Legustration: or 
plans whose terms or administration do not comply with the act and 
regulations. Fees are assessed and collected on behalf of the gov- 
ernment for registration and annual Supervision of plans. In more 
general terms, the commission has the function of conducting surveys 
and research programs, and "to promote the establishment, extension 
and improvement of pension plans throughout Ontario" (Sec. LONG 


discussed below, the PCO is also authorized to enter into agreements and 
co-ordinating arrangements with other provincial and federal supervisory 
agencies. 


Superintendent and Staff 


A Superintendent of Pensions, appointed by the commission, is in 
charge of day-to-day administration. He has the statutory authority to 
inspect pension documents in the hands of employers, insurers, trustees 
or other persons, and to require the furnishing of relevant information 
in a form acceptable to the commission (Sec. 7). He is assisted by a 
staff of some twenty persons, including specialists in analysis of 
pension documents and related financial and actuarial reports. 


Administrative Procedures 


Operations of the commission and staff are centred around plans, 
cost certificates, information returns, actuarial valuations and other 
material required to be filed and examined for compliance with the 
act and regulations. Certain decisions such as the formal accept- 
ance or rejection of plans for registration are the prerogative of the 
commission as such. Otherwise, supervisory functions are carried out 
largely by the staff on the basis of methods and practices previously 
established by the commission. The commission is concerned chiefly with 
Situations in which new departures in plan design, actuarial methods or 
investment practice require specific policy direction to clients as well 
as staff. This process also involves frequent consideration of possible 
remedial changes in the regulation or the act itself. 


Some indication of the overall work load may be obtained from the 
commission's operating statistics. At March 3l, 1979, 7,606 plans 
covering approximately 1,150,000 members were supervised by the com- 
mission, excluding membership and plans supervised on behalf of the 
commission by other jurisdictions. During the 1978-79 fiscal year, 335 
plans covering 27,229 members were registered, and 370 plans covering 
8,095 members were terminated. (13) 


Operating Costs 


Provision is made in Section 1l of the act for financing the 
commission through moneys appropriated by the Legislature. Fees and 
other revenues collected by the commission are turned over to the pro- 
vincial treasury, and are therefore not officially the basis of budgeted 
expenditures. In recent years, however, it appears that budgetary 
controls exercised by the government have had much the same effect, so 
that the commission's operations have become virtually self-supporting. 
(14) 


Accounts of the commission are examined annually by the Provincial 
Auditor. 


Reciprocal Agreements 


The commission is authorized, subject to Cabinet approval, to enter 
into agreements with the authorized representatives of a designated 
province or the Government of Canada to provide for the reciprocal reg- 
istration, audit and inspection of pension plans and for the establish- 
ment of a Canadian association of pension commissions (Sec. 10(2)(a)). 


Reciprocal agreements to date have been made with Quebec, Alberta, 
Saskatchewan, Nova Scotia, Manitoba and the federal government, all 
under parallel provisions of their respective statutes. Provinces and 
territories are "designated" by regulation (s. 20) on the basis that 
they have legislation in force that is "Substantially similar" to the 
Ontario act.(15) Among the jurisdictions currently designated are the 
Northwest Territories and Yukon Territory, both of which are covered by 
the federal Pension Benefits Standards Act. A similar agreement has 
been entered into with the federal government by Order-in-Council under 
Section 10(2)(a) of the act.(16) 


In general terms the reciprocal agreements authorize a single 
authority to carry out the supervisory function where a pension plan has 
members in more than one jurisdiction. Determination of the "Major 
authority" is based on the location of a plurality of plan members, not 
counting members in non-participating provinces.(17) Each plan is 
considered to be subject to the prescribed conditions of the law in the 
"minor" jurisdiction, and the "major" authority is responsible for 
acting on behalf of the "minor" authority.(18) Since two statutes may 
differ in some respects although "substantially similar," the adminis- 
tering agency must be informed in detail concerning the legislation 
of the other authorities. For this purpose there is a continuing 
exchange of amendments and other material among the superintendents, 
who also maintain an informal association to facilitate the task of 
administrative co-ordination. (19) 


Canadian Association of Pension Supervisory Authorities 


Questions of uniformity in a more general sense, including pro- 
posals for legislative changes, are discussed regularly in the Canadian 
Association of Pension Supervisory Authorities (CAPSA). Ontario's 
participation is authorized byusections10\(2) .6& «theeact ;eandathemcom= 
mission is represented by its chairman. The association meets two or 
three times a year. As part of its broad mandate to evaluate existing 
legislation and propose amendments, CAPSA has undertaken on occasion to 
Sponsor public conferences in order to hear the views of interested 
persons and organizations. 


Research and Development 


Under its general power "to promote the establishment, extension 
and improvement of pension plans throughout Ontario" the commission over 


10 


the years has initiated a number of amendments to the act and regula- 
tion, all with the apparent aim of tightening loopholes and removing 
anomalies, but within the major terms of the act as revised in 1965. 
Any studies the commission may have undertaken with a view to recommend- 
ing significant departures in policy would seem to have been directed 
primarily towards CAPSA, evidently in an effort to promote uniformity 
of change among the various jurisdictions.(20) An exception to this 
general approach was a Survey, initiated by the commission in 1972 
before CAPSA was constituted, soliciting responses from employers, 
employee organizations and others, to a suggestion that the vesting rule 
be changed from 45 and 10 to age 40 and 5 years' service. Results of 
the survey were not made public, however, and no legislative action 
along the proposed lines was subsequently taken. 


It should be noted that the act does not explicitly require the 
commission to review the legislation or make recommendations for amend- 
ments. That function was assigned in the original act to a repre- 
sentative Advisory Review Conmittee, appointed at five-year intervals, 
whose report on possible amendments to the act and regulations were to 
have been submitted by the Minister to Cabinet and later tabled in the 
Legislature.(21) With deletion of this provision in the 1965 revision, 
the review function implicitly passed to the pension commission; but no 
comparable provision was made for a periodic review of the legislation 
and tabling of recommendations in the Cabinet and Legislature. 


Research conducted by the commission includes active participation 
in a co-operative statistical program developed in 1969 jointly by 
Statistics Canada and the several supervisory authorities. The program 
has produced a central data bank from which statistical reports are 
generated on a provincial as well as national basis. It is the basis of 
the biennial report, Pension Plans in Canada, published by Statistics 
Canada. That publication and numerous special compilations for Ontario 
are cited frequently in the present report. (22) 


Enforcement 


Non-compliance with the act and regulations may result in a refusal 
or cancellation of registration. Provision is made in section 26 for 
formal reconsideration of a commission decision to refuse or cancel a 
certificate of registration, and an appeal lies to the Court of Appeal 
from the commission's decision following such a review. 


Operation of a pension plan for which a certificate of registration 
has been refused or cancelled could lead to prosecution, as could any 
contravention of the act or regulations, with a fine of from $200 to 
$10,000. More significantly however, lack of registered status under 
pension legislation deprives the plan of an essential precondition for 
registration of the plan for income tax purposes.(23) The potential 
loss of deductibility for both employer and employee pension contri= 
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butions no doubt accounts for the fact that enforcement problems under 
the Pension Benefits Act thus far have been virtually non-existent. 


Public Contacts, Complaints 


Intervention by the commission on behalf of individuals is not 
envisaged in the present act except somewhat indirectly, in that the 
commission has the power to cancel a certificate of registration of any 
plan that is not being administered according to a contractual provision 
required’:by the act onfregulations (Sec.¥10.(1 )\i(c)i (iat jeeesincearene 
information on which such action might be based is not necessarily found 
in the documents or reports filed by the employer, the superintendent 
and staff are expected to attend to all inquiries from employees and 
beneficiaries, and bring to the attention of those responsible any 
administrative practices which could lead to deregistration of a plan. 
Currently, employee inquiries are received in considerable volume: some 
3,800 telephone calls per year, 200 letters, and upward of 200 inquiries 
in person. In addition there are numerous contacts with lawyers, union 
officials and others acting for individuals. As explained by the super- 
intendent, the work involved in responding to a particular inquiry may 
amount to no more than a straightforward explanation of some provision 
of the act or of a specific plan; but it may require a substantial 
amount of investigation and discussion with an employer, administrator, 
Or consultant. While some complaints may be without foundation, all are 
considered to come within what might be termed the "consumer protection" 
aspect of the commission's task. (24) 


Because of budget constraints, the function of providing public 
information and assistance is assumed by the staff as an ancillary 
obligation rather than by a specific individual or division. 


THE ROLE OF THE PENSION COMMISSION - PAST AND FUTURE 


Public policy as expressed in the Pension Benefits Act is essen- 
tially to ensure that pension plans do what they purport to do. Rather 
than attempt a complete reshaping of employers' pension policies the 
Legislature in 1965 chose to regulate pension plans on their own ground, 
accepting the existing variety of plan designs but imposing selected 
controls in the areas of vesting, solvency, and investments. Apart from 
requiring that employees be given information about applicable plan 
provisions, the act avoided the subject of disclosure to members or the 
public. The practices of "better employers" appeared to be models 
for most of the legislated Standards; but many key features of the 
"models" - benefit levels, eligibility conditions, spouses' benefits, 
for example - were not reflected in the act. Funding requirements 
eliminated terminal and pay-as-you-go funding practices and regularized 
the treatment of both current and unfunded liabilities; but they left 
the actuary substantially free to cost liabilities according to any gen- 
erally accepted combination of methods and assumptions. Plan coverage 
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as an Objective of legislation was effectively dropped with the 1964 
amendments, leaving the administrative agency with only a generalized 
mandate (in section 10) to promote the establishment and extension of 
pension plans. 


In its main thrust the legislation aims to make the pension prom- 
ise, at whatever level, more meaningful to employees who are members of 
pension plans. Stronger funding, limitations on the scope of fund 
investments, and minimum standards for the preservation of individual 
entitlements all serve to protect the interests of plan members - espe- 
cially those who attain the 45 and 10 vesting qualification but also 
those who may expect to become vested in the future. The law also 
may be seen as bringing a measure of order into the pension "market" 
and thereby benefiting those who are regulated. By placing a minimum 
price tag on the pension commitment, the act and regulation serve to 
prevent certain excesses of innovation in plan design and marketing, and 
thus protect not only employees but also the interests of employers, 
insurers, and consultants. 


In its operation the act undoubtedly has achieved a number of 
improvements in pension provisions and practices, and has done so with- 
out noticeably disrupting employers' benefit programs or discouraging 
innovation in pension design. Enforcement problems have been minimal, 
due in part to the supportive nature of federal income tax rules for 
pension plans. Vesting and funding requirements, while demonstrably 
inadequate (as discussed in chapters 8 and 9), have been implemented 
with considerable care; and a number of important technical changes have 
been made to close up gaps in the original provisions. 


Administrative performance of the commission and staff has not 
been a target for criticism in submissions to this Commission. We 
are impressed in fact by the generally high degree of professionalism 
with which functions assigned to the commission have been carried out, 
especially in the light of budget and staffing constraints which might 
well have been reflected in some visible loss of effectiveness. Apart 
from the more routine supervisory functions, we have evidence that 
the superintendent and staff have made continuing efforts to give an 
important additional dimension to the legislation through educational 
contacts with the public and in particular by assisting pension plan 
members and others in problems of entitlement within the general purview 
of the act. 


As it stands, the Pension Benefits Act therefore appears to func- 
tion well in terms of its original purpose. ‘That purpose, however, does 
not specifically embrace what is known today as "consumer protection." 
Without wishing to detract from the effective manner in which the act 
was put in place to fill what amounted to a legislative vacuum, the 
Commission is of the opinion that the law should be evolving more posi- 
tively towards meeting the needs of employees, pension plan members, and 
beneficiaries: 
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- by incorporating a vesting standard more appropriate to the 
realities of an increasingly mobile work-force, with the neces-— 
Sary machinery to facilitate transfers of pension credits; 


- by ensuring that mandatory vesting accomplishes more than simply 
locking in employee contributions; 


- by imposing specific limits on conditions such as age and ser- 
vice which effectively exclude many workers from participation 
in pension plans; 


- by adopting more explicit rules governing the use of actuarial 
methods and assumptions for pension funding. 


This Commission has arrived at a number of recommendations deal- 
ing with operational sections of the act and regulation, calling ‘for 
improvement within the existing framework of the Pension Benefits 
Act and the present role of the Pension Commission of Ontario. Our 
recommendation for a mandatory retirement savings plan (Chapter 12) 
could affect both the content of the act and the work of the Pension 
Commission. In part, the consequent changes in the legislation and 
Supervisory responsibilities will create a substantial increase in the 
quantity of work for the superintendent and staff and, for ‘a ‘time 'at 
least, for the Pension Commission itself. 


However this Commission does not consider these recommendations 
go far enough in the present climate of retirement income provision. 
Instead there must be a move towards the protection of the retirement 
income (specifically pension) rights of the individual as opposed to the 
regulation of rights of pension plan members in general and obligations 
on employers as pension plan sponsors. The Commission sees positive 
action to this end: 


- by requiring the regular disclosure to employees of operating 
information concerning their pension plans, including particu- 
lars of how and to what extent benefits are secured; 


- by requiring the protection of plan assets by the regular audit- 
ing of both the plan assets and the plan operations; 


- by establishing a new role for the Pension Commission of Ontario 
in protecting the rights of employees and plan members, with the 
nhecesSary resources and procedures to pursue that role actively 
through public education and through direct intervention in some 
circumstances. 


It will be recalled that in formulating our recommendations for 
earlier vesting we distinguished somewhat different steps depending on 
whether or how soon PURS was adopted. Our recommended changes in the 
Pension Benefits Act may also be affected by the nature and timing of 
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that important policy departure. For the most part, however, the need 
for more effective protection of the rights of individual plan members 
requires prompt action, whether or not action is also taken to improve 
pension coverage. This observation leads to the conclusion that there 
must be no delay in making those changes that are capable of immediate 
installation. Our recommendations for new disclosure and auditing rules 
set out below clearly fit into that category. Similarly, recommendations 
on procedural matters, facilitation of transfers, allocation of employer 
and employee cost, and better supervisory standards for actuarial valua- 
tions and investments - should be considered for implementation on a 
priority basis. 


The following section deals with the specific areas in which 
changes in principle from the existing Pension Benefits Act are re- 
quired, and with the new role which the Pension Commission of Ontario 
will have to adopt in consequence. 


Disclosure 


In the Foreword to this report (Volume I) the Commission pointed 
out, aS one of the three most essential points in the report, that: 


"Individual planning for retirement income starts with information 
about the components of that income. Without full and accurate 
information, no individual can be expected to judge how much should 
be saved from current consumption or in what way savings should 
be used to achieve the desired objective at retirement age and 
afterward. Disclosure of all relevant information therefore is 
essential, not only for individual arrangements such as RRSPs and 
annuities, but also for the more complex group plans: employment 
pensions and the Canada Pension Plan." 


Clearly, the present legislative requirements for disclosure fall 
short of that objective. Employees are assured basic information about 
the terms of a plan and may inspect the plan at the commission office; 
and on termination they must be given a written statement of individual 
entitlement. Except for these minimal rights, employees and plan 
members may be, and often are, kept entirely in the dark concerning the 
provision of their own retirement income. In fact, the Pension Benefits 
Act would not appear to have added anything of significance to the 
practice, established long before the legislation emerged, whereby the 
employer willingly distributed information about pension plan benefits 
but nothing else. In a sense, the act might be seen as confirming the 
traditional employer position: that only the pension promise as such is 
of importance to the employees, and the means by which that promise is 
fulfilled is not their concern. 


As observed previously, the individual is not well served by a 


plan, voluntary or compulsory, which gives him or her insufficient 
information for intelligent decisions: whether to participate in the 
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plan; to what extent additional saving is desirable or essential; what 
options are to be exercised; or how the plan might be improved through 
collective bargaining. Reliability of one's future retirement income is 
much too important a question to be left to guesswork; nor can it be 
assessed by most plan members simply by reading an employer's outline of 
the plan terms. Neither is it sufficient in the Commission's view 
that employees be given only the broadest generalizations regarding 
the sharing of pension costs. Employees are entitled to have both 
clear explanations and actual figures. They should know the respective 
amounts contributed by the employer and employees, the funding schedule 
for benefits that are not currently funded, the way or ways in which 
funds are invested, and what provisions are made for securing various 
benefits if the plan is terminated. 


In determining the scope and content of disclosure regulations, 
we must bear in mind that the objective is to give all plan members 
assurance that the pension promise is capable of being delivered, and 
thereby to give them a firm basis for intelligent personal decisions. 
The governing principle must be that no information about an employment 
pension plan or its operation which is necessary for individual assess- 
ment is to be unreasonably withheld from any member of the plan (active, 
retired, or terminated) or his or her beneficiary, or from any employee 
who is eligible to join the plan. Practical considerations obviously 
will impose certain limitations on the frequency, form, and precise 
content of the items required to be disclosed. 


The Commission has studied the disclosure rules of other jurisdic- 
tions - notably Quebec, Manitoba, and the United States - in the light 
of this principle. We have also reviewed suggestions put forward in 
briefs to the Commission, and those reported in the Consumer Survey. 
From all available sources it appears that the following classes of 
information are regarded as essential, but at the same time capable of 
different methods or degrees of disclosure: 


1. individual benefit particulars; 
2. employer cost data; 
3. evidence of plan solvency; 


4. fund investment information (most frequently mentioned by 
respondents to the Consumer Survey). 


This classification permits some distinction to be drawn between 
routine and occasional disclosure requirements — that is, between those 
Matters whose nature makes it necessary and feasible to ensure that they 
are reported regularly to all participants, and those which should be 
made available on the request of a plan member or his or her represent-— 
ative. Precisely how this distinction is to be applied in drafting the 
necessary regulations will involve an item-by-item consideration of what 
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is practicable and reasonable to require in various types of plan. In 
general terms, however, disclosure rules should be provided along the 
following lines: 


Routine disclosure: 


a) 


b) 


Cc) 


dq) 


Annually to each member of the plan: individual member con- 
tribution (if any) and benefit data; copy of the employer's 
pension fund statements (described below) for the current year; 
name and address of the plan administrator and each financial 
carrier; and specific directions for obtaining additional 
information. 


To each member on termination of employment or membership: a 
detailed statement of his or her benefit entitlement, including 
the method of calculation; in the case of a defined benefit 
plan (if the Commission's recommendations concerning rights on 
termination are adopted) a statement of employee and employer 
cost and excess contributions (if any); a concise explanation 
of all benefit options available to the individual and/or 
any surviving beneficiary; a summary of fund investments and 
current rates of return; specific directions for applying for 
benefits and options; and the name and address of each payor of 
the person's benefits. 


In defined benefit plans a statement warning that, in the event 
of a wind-up of the plan, specific plan improvements which have 
not yet been paid for may be cut back by the proportion the 
unpaid special payments bear to the number of years over which 
the cost of the improvements has been amortized. 


In multi-employer plans a statement that promised benefits 
can only be paid to the extent the contributions fund such 
benefits. 


Occasional disclosure: 


a) 


b) 


On written request, to any plan member or authorized repre- 
sentative: a copy of the most recent plan information return 
(Form 2) filed with the Pension Commission; a list of all fund 
investments showing both book value and market value at the 
end of the last plan year, together with a statement of the 
time-weighted rate of return on the fund; a copy of the most 
recent actuarial valuation report and cost certificate filed 
with the commission; and a copy of the latest available audit 
report. 


On written request, to any plan member or authorized represent- 


ative: copies of, or a reasonable opportunity to inspect 
and make extracts from documents not otherwise provided to 
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members, such as a trust agreement, a contract of insurance or 
investment management, by-law, collective agreement or other 
documents under which a plan is constituted. 


Finally, it would seem reasonable that the present right of a plan 
member (Or his or her agent authorized in writing) to inspect plan 
documents at the offices of the commission should be extended to permit 
inspection of any document filed with the commission for which a right 
of inspection is provided in paragraph (b). 


Auditing 


At present the Pension Benefits Act contains no explicit require- 
ment that pension plans be audited; although it might be assumed that 
the employer's pension records (at least) would be examined routinely in 
the course of other legally-required audits, and that other relevant 
records would be audited according to the various laws applicable to 
trust and insurance companies. In effect, however , the only evidence 
available to the Pension Commission that all sets of records have been 
reconciled in any way is provided in the annual information return 
and cost certificate, and in the triennial valuation FeDOME sew lire 
these reports are duly certified by those who prepare them, the data on 
which they are based are not necessarily audited, nor is the actuary 
responsible for verifying the accuracy of all information supplied by 
the employer or other agents of the plan. 


From a practical standpoint a fully insured plan (group or indi- 
vidual annuities) requires no auditing apart from verification that 
the contractual payments have been remitted to the insurer. With 
all benefit payments guaranteed by the insurance company, it can be 
presumed that the provisions of insurance legislation will safeguard the 
interests of plan members as well as those of all other beneficiaries 
of policies underwritten by that company. The same cannot be said, 
however, of non-insured or partly insured arrangements. In those cases 
various plan functions are dispersed among two or more entities: the 
employer, trustees (individual or corporate), an administrator, and 
sometimes an investment manager. Each is accountable in law or by the 
terms of a contract for the proper handling of specific functions. 
The employer alone, however, is ultimately responsible for providing 
the plan benefits and for observing the requirements of applicable 
legislation. To the extent that the law does not regulate the affairs 
of a particular agent (trust company legislation, for instance) the onus 
is primarily on the employer to institute whatever supervisory controls 
are required. Exceptions to this general rule are certain public 
sector pension plans created by specific legislation, all of which 
require a regular audit, and the Legislative Assembly Retirement Act 
Fund which is audited routinely as part of the Consolidated Revenue 
Pund..(25)) 
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For present purposes it is unnecessary to mention the numerous ways 
in which errors or mismanagement may escape attention in the course 
of the multitude of transactions that take place between the time an 
employee first enrols in a pension plan and the date the final pension 
cheque is received. In even the simplest of pension plans, virtually 
all transactions are conducted beyond the scrutiny of the members and 
often beyond the immediate attention of the employer. Investment opera- 
tions of a pension plan are typically subject to no detailed examination 
by members of the plan; nor do the members as a rule have access to an 
independent appraisal of this or any other phase of plan management. 
Employers are free to have a plan audit performed, either separately or 
as an extension of the regular company audit, but many do not. 


At present, the power of the Pension Commission to require supple- 
mentary data concerning a pension plan is defined broadly in Section 
9(3) of the regulation, which states that an employer may be required: 
"to obtain and file such special reports as the Commission requires." It 
is questionable whether this provision gives the commission the power to 
demand an audit or to conduct one. 


In essence, the question of mandatory audit is not one of princi- 
ple. The act and regulations do not amit any class of plan information 
from all reporting requirements, routine or special; nor is there any 
room for doubt that all material filed with the commission must be 
accurate and submitted in good faith. What is missing from the present 
legislation is the requirement we find in corporation legislation that 
all financial reports must be supported by the certification of an 
auditor according to a recognized set of accounting standards. This gap 
in the law should be filled without delay. 


We are recommending that the act be amended to require a regular 
report on the audit of each pension plan, certifed in the same manner as 
required for corporation financial statements, and covering all aspects 
of plan operation and fund management. 


The audit of a pension plan should embrace two facets: 


a plan audit, which should include all contributions into and 
monies paid out of the plan including the proper application of all 
plan provisions and authorization for payments; 


a fund audit, which should include the physical existence of as- 
sets, proper execution of the trustee's function, and compliance 
with the investment regulations under the Pension Benefits Act. 


At the present time there is no requirement for the furnishing 
of a statement of either the plan or the fund. An actuarial valuation 
balance sheet (which we have noted in Chapter 9 is not a financial 
balance sheet) is required as part of the triennial actuarial report. 
An employer is required in the annual information return to certify 
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that contributions paid to the plan have been at least equal to those 
required under the regulation and that the plan and investments have 
been administered in accordance with the act and regulation. 


If an audit procedure is to be required, there must first be an 
obligation placed on the employer to prepare financial statements. The 
statements required appear to the Commission to be as follows: 


1. Statement of the Financial Continuity of the Pension Fund 


In its simplest form this would require: 


a) 


b) 


Cc) 


d) 


Opening balance of assets held under the plan provisions; 


receipts for the year, showing separately the amounts paid 
in by plan members, the amounts paid by the employer for 
normal contributions, and the amounts paid by the employer 
for special payments, and investment income; 


disbursements for the year; 


closing balance of assets held under the plan provisions. 


2. Statement of the Financial Position of the Pension Fund 


In its simplest form this would require: 


a) 


b) 


closing balance sheet for the fund, including at least a 
summary of investments by class and showing both their book 
and market values; 


a notation of any unfunded actuarial liabilities as re- 
ported by the latest actuarial valuation for the plan and 
including a statement of the amount of special payments (if 
any) made since the end of the period of the actuarial 
valuation. 


These statements should be prepared by the employer and approved by 
the directors of an employer company or the owner or partners of a firm. 
The statements will serve three functions: 


to bring the pension plan to the employer's specific attention; 


to provide the statements necessary for disclosure to employees; 


to provide the statements on which the audit can be performed. 
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Frequency of Audits 


It is highly desirable that the pension plan audit be performed at 
the same time as the regular company audit (where one is done), not 
simply for reasons of convenience but in order to facilitate the recon- 
Ciliation of pension data with relevant payroll and other information in 
the employer's possession. We recommend that reports accompanied by the 
certificate of a chartered accountant be required as follows: 


Plan Audit 


- At least every three years for all plans including insured 
plans, and except for multi-employer plans, preferably to coin- 
cide with the period of the triennial actuarial evaluation. 
Multi-employer plans should have a plan audit annually. 


Fund Audit 


- Annually for all plans; with qualified or limited audits where 
plan assets are held by an insurance company or a trust company, 
as discussed below. 


While the auditor would be verifying the physical existence of the fund 
assets annually, the report on the plan audit done every three years 
would require a certificate of the auditor that the investments over the 
three-year period complied with the requirements of the Pension Benefits 
Act. One would expect that the auditor would perform some of the work 
required for this certificate more often than at the end of three years. 


The commission should also be given the specific authority to 
require audits more frequently, and to order an independent audit of the 
plan, the fund, or both, should circumstances warrant. 


The Commission appreciates the expense involved in compulsory 
audits. However against this must be remembered the size of the funds, 
the complexity of the plans, the importance to the individual of what 
in many cases is his or her largest "asset" in a lifetime, and the 
risks of poor record-keeping and accounting, fraud, and conversion of 
monies. It should be noted that this Commission made inquiries of 
police authorities at federal, provincial, and local levels as to any 
reported frauds or losses from pension plans and was advised that there 
were none on record. While past experience has been satisfactory, at 
least on the surface, in the Commission's view this is not a valid rea- 
son for delaying audit requirements. Quebec already requires the annual 
filing of an audited statement for a pension fund, and the federal 
Pension Benefits Standards Act requires a similar statement for the 
pension plan assets at least every three years. 


21 


Auditing Standards 


Certain basic rules for plan auditing should be set out in the 
regulations: primarily the filing requirements, the minimum financial 
data to be reported, and authority for the Pension Commission to require 
additional information or clarification. Otherwise we would expect 
professional standards to be applied by the auditor in determining the 
method of examination. The necessary guidelines for pension auditing 
should be prepared, we suggest, in a manner acceptable to the Pension 
Commission. In the event of any undue delay in working out suitable 
professional guidelines, or if differences in approach between profes- 
sional bodies (e.g., accountants and actuaries) cannot be reconciled, 
the Pension Commission should be required to issue and enforce a set of 
auditing standards. 


Qualified or Limited Audits 


Audit requirements in general must be directed towards a full and 
accurate disclosure of plan operations. The scope of the auditor's task 
May reasonably be reduced, however, to the extent that certain phases of 
plan operation are adequately covered by audit procedures and reports 
of a financial institution. Only when those external reports can be 
related in a reliable way to the particular plan however, should the 
plan auditor amit any step in his or her detailed examination. Examples 
are: 


Insured or partly insured plan: Where an insurance company under- 


writes all or some of the plan benefits, the insured portion of the 
plan may be audited by verifying that premiums have been paid 
according to the contract with the insurer, and that all monies 
payable under the plan but not applied under the insurance contract 
are properly accounted for. Normal auditing requirements will 
apply to all other monies and transactions, including those relat- 
ing to a non-insured arrangement with an insurance company (@€.g., 
deposit administration, segregated fund). 


Pooled investment funds: Where pension monies are invested in a 
pooled investment fund operated by a corporate trustee (including 
insurance companies, mutual funds, etc.) and providing its own 
audited statements, the plan auditor will be entitled to rely on 
those statements, but should verify that payments into and from 
Such pooled fund on behalf of the plan have been made in accordance 
with the terms of the plan and the investment Management agreement. 


Different investment vehicles: In the case of a plan whose funds 
are invested through two or more carriers or investment managers, 
the auditor will be expected to verify that the allocation of 
monies to the respective investment vehicles has been properly 
authorized. 
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Eligible Investments 


As noted previously, the present regulation requires the employer 
to certify annually that plan investments comply with the regulation. 
Apart from that general declaration and any relevant comments in the 
triennial valuation report, no portfolio information is normally avail- 
able to the Pension Commission. Occasions for requesting particulars of 
fund investments presumably are few - mainly cases of plan termination 
Or instances where valuation assumptions are questioned. 


Our auditing proposal should answer the obvious question regarding 
the adequacy of investment supervision under the present regulation and 
commission practice. A regular audit will not only confirm that the 
pension plan is managed according to proper accounting practices, but 
also will serve as a check on compliance with the investment rules. 


Consumer Role 


The recommendations in Chapters 8, 9, 11, and 12 are consistent 
with the consumer approach. The recommendations envisage an expanded 
role for the Pension Commission of Ontario in the following areas: 


Rights on termination of employment - supervision by the Pension 
Commission of Ontario of the valuation of the accrued pension at 
the date of termination, including the setting of a range of 
interest rates for valuation purposes; 


Funding - establishment of guidelines by the Pension Commission of 
Ontario for actuarial assumptions, methods, and valuations, to 
exercise some external control on the practices of the actuarial 
profession related to pension plans; 


Integration - establishment of criteria which will ensure an equit- 
able integration of employment pension plans with government 
programs, without denying the right to integration; 


PURS - assessment of provisions in employment pension plans to 
permit opting out of PURS on the assurance that equal benefits 
are being protected; 


Plan termination - intervention by the Pension Commission of 
Ontario on behalf of plan members where employees' contributions 
have been deducted but not remitted by the employer to the 
trustee, and for employer contributions due but not made. 


As redefined, the commission's role should put more emphasis 
on assistance to the individual. As now constituted, the act requires 
that plans be administered in accordance with the act and regulations 
(section 10(1)(c)) but otherwise makes no provision for the pension 
commission to inform and assist individuals in ascertaining and ensuring 
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their rights under registered pension plans. In practice, as noted 
previously, the staff of the commission acts on request to investigate 
individual problems concerning compliance with the act; but these inves- 
tigations are necessarily informal and, failing an outright violation of 
the act or regulations, may result in nothing more than advice to the 
plan member that he or she has possible grounds for civil action against 
the plan sponsor. 


It is the contention of this Commission that the act should be 
amended to the extent necessary to require the pension commission to 
intervene where appropriate on behalf of an employee or group of em- 
ployees, in cases of bankruptcy or insolvency, where their rights would 
appear to be affected by actions of the employer, trustee, or adminis-— 
trator of which the individual may have no knowledge or opportunity to 
control; and in other cases where pension entitlements are in dispute. 
The commission should be given both fact-finding and enforcement powers 
in respect of all provisions of a pension plan, and not only those 
provisions subject to express statutory requirements. 


As already noted, the existence of an act regulating the way in 
which benefits are to be credited, the maintenance of solvency and 
investment policies connotes more than a simple concern with the formal 
provisions of pension documents and periodic KepOrts -suThesintentrok the 
act can be fully carried out only if its administration is designed 
to respond to the problems of the individual plan member. In other 
words, this Commission is proposing that the Pension Benefits Act be 
redesigned and administered to a greater extent as consumer legislation, 
and that its procedures and staff be adjusted as required »stoticanry out 
the functions of a consumer protection law. 


The Commission therefore recommends that the Pension Benefits Act 
be amended to expand the role of the Pension Commission of Ontario 
from a regulatory body alone to a body designed to inform and assist 
individuals in enforcing their rights to pension benefits in employer 
pension plans, and for that purpose the commission be given power 


a) to intervene with the employer on behalf of a plan member or a 
class of plan members, including active, retired, or terminated 
members and their beneficiaries, and to take legal proceedings 
on behalf of such individual or class in the event of the 
bankruptcy or insolvency of the plan sponsor which adversely 
affects the pension plan for events prior to the date of such 
bankruptcy or insolvency, 


b) to arbitrate disputes between an employer and an individual 
employee or class of employees as to entitlements under a 


pension plan. 


With a revised role it will be necessary for the pension commis-— 
Sion to adopt new procedures, not only for investigating individual 
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complaints but for mediating and, where necessary, hearing evidence 
and argument concerning disputed claims. It is essential that the 
commission give careful thought to the form of such procedures and that 
it be given the resources appropriate to what must be regarded as a 
quasi-judicial role. We anticipate on the basis of past experience 
that most individual problems will lend themselves to a more informal 
resolution; but preparation should be made for the occasional exception, 
which must be handled both fairly and expeditiously. 


Central Pension Agency 


There are two distinct functions that could be performed by a 
central pension agency, and it is important that these two functions be 
distinguished: 


- First, it could be empowered to act as a trustee for the purpose 
(as presently stated in sec. 16) of "receiving, holding and 
disbursing pension benefit credits under this Act." 


- Second, it could operate as a registry for the recording of all 
pension credits as determined on termination of employment or 
retirement. 


A need for some type of transfer machinery was recognized in 
Part II of the original act which permitted establishment of a Central 
Pension Agency; and in section 16 of the present act, referring only to 
"an agency" but otherwise similar in intent.(26) Evidently because the 
notion of a central agency was originally associated with the mandatory 
"standard plan" (dropped from the act in 1964), section 16 has not been 
implemented. Initially, the frequency of small vested entitlements re- 
sulting from application of the 45 and 10 rule may indeed have been too 
slight to warrant establishment of an agency whose sole function would 
have been to receive transfers if permitted by employers and requested 
by enployees. It is impossible, of course, to guess how much the demand 
might have increased as the number of vested terminations increased 
and as plan wind-ups raised the necessity of arranging for transfers 
of liabilities and assets from ongoing plans to insurers of deferred 
benefits. The opposition to such an agency seems to lie in a general 
dislike for more government intervention; but one should also recognize 
that such an agency would benefit terminated and retired employees and 
not the active plan members with whom the employers' interest lies. 


In the beginning the Commission's concern lay with the estab- 
lishment of a government agency to facilitate the operation of PURS. 
As noted in Chapter 12, permitting an employee to designate a finan- 
Cial intermediary for the investment of contributions presupposes some 
government regulation to ensure fair investment procedures and fee 
structures. The Commission therefore envisaged an Ontario government 
agency which would offer an alternative investment medium to individual 
participants. The same agency might perform the function of receiving 
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and allocating contributions under PURS if that function is not carried 
out through the administrative machinery of the Canada Pension Plan. 


The recommendations for improved rights of transfer at the em- 
ployee's option on termination also create the need for some alternative 
repository to which the value of accrued benefits can be transferred. 
Failure to find an acceptable method of calculating the value of pension 
credits at the time of transfer to or from the central agency has thus 
far been a deterrent to utilizing section 16 of the act, and therefore 
an obstacle to the encouragement of genuine portability. With imple- 
mentation of our recommendations for a uniform approach to the valuation 
of vested pensions this obstacle will be removed, and it will become 
possible to facilitate or require transfers of pension credits as the 
circumstances dictate. It should be stressed that PURS amplifies the 
need for a government agency; but with expanded transfer rights the need 
exists and should be met whether or not a mandatory plan is installed. 


Once the need for an agency to Support transfer rights is estab-— 
lished, it would seem reasonable for such a body to assume the second 
function of a central pension agency. The recording function is impor- 
tant for the protection of the rights of the individual. Perhaps the 
best statement of how deficiencies in the record-keeping process can 
result in a loss of rights can be generalized by a paraphrase of part of 
Brief 394, 


"Iwo years ago I learned by accident that in 1975 my pension had 
been transferred to another trust company. When seeking confirm- 
ation from my employer it first denied then later admitted that the 
transfer had indeed taken place. I was never officially informed 
of this change. 


"Neither was I told that subsequent to my departure my employer 
company went out of existence or that the parent Changed its cor- 
porate name. Yet, I consider all this information very relevant to 
my being able to track down my pension when the time comes in 1998. 
There will undoubtedly be further changes in the years ahead. 
The head office of the company will likely be relocated. The 
administration of my pension may easily be moved in the next 20 
years or so to yet another financial institution. Will I be 
notified of such developments?" 


The brief went on to suggest that employers should be required to 
notify all former employees with pension rights of changes such as those 
Which had taken place in his case. In the Commission's opinion this 
approach would be difficult and not very effective; but the Commission 
acknowledges there is a very real problem involving in particular the 
rights to a pension of mobile employees and of all beneficiaries enti- 
tled to survivor benefits. Since a central agency of some sort will be 
required to facilitate any recommended rights on transfer, the Commis-— 
Sion also recommends that such an agency assume the record-keeping 
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function necessary to record future rights under employment pension 
plans. Employers would be required to submit the necessary data when 
employees terminate employment or retire; and the agency would provide 
individual data on request to plan members and former employees. Where 
necessary, the central agency could supply the information necessary 
for the Pension Commission to enforce the claim of an individual for 


payment. 


It would be feasible for each province to set up such a registry on 
its own account. If Ontario's and similar registries in other provinces 
were to adopt a uniform system of recording and retrieving personal 
pension data, it would be a relatively simple matter to provide the same 
services on a national basis under the terms of reciprocal agreements 
within a period of, say two or three years. Such a system would indeed 
enhance a type of portability right which is an important need of the 
mobile employee not only within Ontario but across the country. 


REVISION OF THE PENSION BENEFITS ACT 


Since the Pension Benefits Act came into force, Januarys palo osgite 
has been amended a number of times, primarily to support the principles 
established originally in the act. Quite apart from the new role 
envisaged by this Commission, it is clear that the time has come for 
a general review and overhaul of the act. The following areas in 
particular should be considered. It would seem logical that the Pension 
Commission itself should undertake the review and report to the Minister 
with proposals for amendment of both the act and the regulation. 


Multi-Employer Plans 


Multi-employer plans were described in Chapter 7 and examined in 
Chapter 8 as a possible method of achieving portability. While such 
plans are covered by the act - in the sense that they are not excluded - 
the absence of adequate definitions applicable to multi-employer plans 
makes for some ambiguities in compliance with the act and regulation. 
The consequent problems, whether real or potential, can and should be 
addressed through specific changes in the legislation. 


The multi-employer plan is one in which a number of employers 
contribute to a single plan covering all employees in an area, industry, 
Or occupation - usually under a collective agreement with one or more 
unions. Management of the plan is by a board of trustees designated by 
the parties to the agreement, with various functions delegated, as 
in a single-employer plan, to a professional administrator and one 
Or more investment managers. The multi-employer plan is often regarded 
as the only practical method of providing employment pensions, with 
employer participation, for highly mobile workers in such industries as 
construction, or those in firms employing only a few employees. 
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Multi-employer plans at present serve to extend employment pension 
coverage into areas of industry that would not otherwise have easy or 
economical access to mechanisms for providing retirement income above 
the level of government plans. In addition they offer a much greater 
degree of portability than would have been provided if the employers 
involved had set up separate plans. These obvious advantages are by no 
means outweighed by certain inherent problems which were discussed in 
Chapter 7. However, it 1S important to ensure that the members of 
multi-employer plans are afforded the same degree of protection the 
legislation gives to employees in other types of plans. Thus, if it is 
found that any important provision of the act is not readily enforceable 
in respect of a multi-employer plan, it follows that a special provision 
Or provisions should be considered. 


One basic ambiguity in the Pension Benefits Act seems to give rise 
to most of the difficulty experienced in applying the Act to multi- 
employer plans. That is, the act places all responsibility for compli- 
ance on the "employer" — but that term as defined in the Act cannot be 
construed as including a board of trustees in a multi-employer plan. 
Where an individual employer under such a plan pays the required con- 
tributions to the trustees at the appropriate times, it must be conceded 
from a practical viewpoint that all financial obligations have then been 
met that might reasonably be required by pension legislation. Apart 
from that act of compliance the employer would be expected to forward 
to the trustees certain payroll data (to enable contributions to be 
verified and service credits recorded) and to co-operate in any auditing 
procedures. Otherwise, it is clear that the board of trustees has full 
contractual responsibility for maintaining the plan as qualified for 
registration. That board, and not the participating employers, are ina 
position to attend to all questions of solvency, investment policy, 
disclosure, and the filing of reports with supervisory agencies. 


In practice, the Pension Commission looks to the board of trustees 
for the required reports; in effect, no participating employer is 
required to account for the plan provisions or its administration. 
Neither the trustees nor the Pension Commission have any interest, 
normally, in raising procedural objections so long as the plan in fact 
complies with the law in every material respect. 


It cannot be assumed, however, that problems of enforcement will 
not arise. If that should occur, it is essential that it be quite clear 
where the legal responsibility lies for compliance with the terms of 
the act and regulations. We are therefore recommending that the term 
"multi-employer plan" be defined in the act, and that responsibility 
be explicitly assigned to the board of trustees for any actions not 
properly attributable to the participating employers. Where appropriate 
- aS in sections that are equally applicable to both Single and multi- 
employer plans - the term "plan sponsor" might serve to denote the indi- 
vidual, corporation or group ultimately responsible for and controlling 
the plan. 
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Compliance Problems 


With a workable definition of multi-employer plans it should be 
more feasible to provide in the act and regulations for certain special 
problems of compliance: 


Delinquent Employers: If responsibility for plan solvency is 
assigned expressly to the board of trustees, it will be clear 
that it is their responsibility to ensure that each participating 
employer makes contributions as required by the plan. But in any 
event the board has the onus of maintaining solvency of the plan as 
required by the regulation. The Pension Commission cannot be 
expected to function as a collection agency, and any shortfall in 
plan revenues for whatever reason should be treated in exactly the 
same way aS in a Single employer plan. However, a participating 
employer is not relieved of the obligation under the law as well 
as the collective agreement to remit contributions as required. 
If necessary, the legislation should be clarified so that the 
statutory lien recommended in Chapter 9 will be fully enforceable 
against any employer in a multi-employer plan. 


Actuarial Certification: Our recommendations for a strengthening 
of the standards for plan solvency apply equally to multi-employer 
plans. In addition, the requirements dealing with actuarial 
certification should be administered in such a way that the plan 
actuary deals explicitly with the ability of the plan to provide 
the benefits as defined in the plan, and not merely the level of 
contributions agreed to by the participating employers. By the 
same token, all necessary steps should be taken - including ap- 
propriate wording of the disclosure regulations - to make the mem- 
bers of every multi-employer plan aware that any defined benefits 
promised in a pension plan can be sustained only so long as the 
prescribed contributions are sufficient to ensure solvency as 
provided in the regulations. Where defined benefits at a certain 
level are being supported by defined contributions, there must 
be an unequivocal provision for a reduction of benefits if the 
prescribed standard of solvency cannot otherwise be maintained. 
The Pension Commission should not hesitate to refuse to register or 
to invoke the power of deregistration where it is not satisfied 
that this principle is fully reflected in the terms of a particular 
plan, in all reports filed with the commission, and in the disclo- 
sure of information to participating employers and plan members. 


Vesting: Service Qualification: Because of the way in which 
service is recorded and credited in the typical multi-employer 
plan, a terminating member in some circumstances may not qualify 
for statutory vesting despite having had the requisite years of 
continuous employment. Plan membership in effect is treated as a 
substitute for continuous service. Since the degree of portability 
achieved in these plans is generally much more favourable than 
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would otherwise be possible, it might be assumed that a person's 
years Of membership are a satisfactory equivalent of service. 
However, the revision of vesting conditions in the act provides an 
Opportunity to re-examine various anomalies in the legislation. 
In this instance we believe there is a need in principle to en- 
sure that no person who would qualify for vesting on the basis of 
continuous service is denied a deferred pension on the ground 
of his or her period of plan membership. This change would not 
appear to require a statutory amendment, but the Pension Commission 
should take steps to bring existing practice into line with this 
recommendation. 


Union Pension Plans 


Any plan under which the employer is not required to make contri- 
butions is not required to be filed or to qualify for registration under 
the act (Sec. 18(1)). This exclusion does not apply to an employer's 
Supplemental pension plan such as a mechanism for voluntary additional 
employee contributions. Thus, the type of plan excluded from all 
Supervisory requirements is one for which the employer not only has 
no financial responsibility but is not the sponsor in any sense. At 
present only three "employee-pay-all" plans are known to have members in 
Ontario. All are union plans, established many years ago for members 
employed in certain trades or crafts in Canada and the United States, 
and financed entirely through the regular payment of union dues. In 
recent years it appears that at least some such plans are being progres- 
Sively supplanted by pensions of a more conventional type, negotiated 
with employers. Because of the general exclusion of dues-paid plans 
from the provisions of the Act, no up-to-date information is available 
to the Pension Commission on the number of Ontario members or the level 
of benefits provided. 


All known plans of this type are subject to a variety of reporting 
and supervisory measures under U.S. law, and furthermore are controlled 
entirely by the union membership. As a consequence there seems to be no 
compelling reason to amend the act at this time to cover such dues—paid 
plans as now exist and have hitherto been excluded. 


The Commission has considered, however, the possibility that 
new plans of the employee-pay-all type might be dev.tsed «and uathat the 
circumstances might indicate the need for some or all of the protection 
afforded by the Pension Benefits Act. As matters now stand, a new plan 
could function for some time before the Pension Commission had any 
knowledge of its existence - and then perhaps only through complaints 
relating to some failure of the plan to fulfil its Obligations. If such 
plans ought to be subject to legislative Supervision, it is plainly 
desirable that the necessary controls be in place before any problems 
materialize. Accordingly, it is proposed that the act be amended to 
confine the exclusions referred to in section 18(1) to plans established 
prior to 1980. Any new plan to which the employer is not required to 
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contribute would be subject to all the regular reporting and regis- 
tration provisions. The term "plan sponsor" - as suggested for use 
in reference to multi-employer plans - might usefully be applied to 
an organization which establishes and controls the operation of an 
employee-pay-all pension plan. 


Group RRSPs 


These arrangements have become increasingly popular of late, 
reflecting the tax deductibility offered to RRSP contributions. They 
are in effect an aggregation of individual RRSPs and therefore do not 
fall within the concept of employee-pay-all plans just discussed. The 
employer as such is not sponsoring a plan into which a number of employ- 
ees will make payments but rather is providing a method of collecting 
and remitting contributions to the plan of each individual. Even if the 
employer pays part of the contribution from his own funds it will still 
be a contribution to the plan of an individual; the employer has no way 
of withdrawing or controlling the contributions once they are made to 
the plan. The Commission does not therefore see any need to include 
these plans under the act to protect the benefit rights of the employee. 
If, however, experience shows that employees require such protection, 
the definition section of the act should be broadened to include these 
plans with a view to ensuring that all arrangements designed to deliver 
retirement benefits will do just that. 


Representation of Plan Members 


The Commission received many submissions requesting that some 
representation be given to plan members on the pension committee or 
board which conducts the affairs of a pension plan. The most strenuous 
of these submissions came from retired members concerned with obtaining 
inflation adjustments to their pensions. How far representation should 
be accorded depends on one's view of a pension - as deferred wages or 
otherwise. The Commission does not see that to require such repre- 
sentation for retired members would solve their immediate problems. It 
would only add to administrative requirements. The Commission does 
believe, however, that some limited representation should be given 
active members in a contributory plan. The Commission has not gone very 
far in providing representation because it is of the opinion that such 
requests come not so much from a desire to administer as from a desire 
to be informed. If the Commission's disclosure recommendations are 
implemented the desire for representation may decrease. This then is a 
Matter which should be reassessed after the disclosure changes have been 
in operation for a reasonable time. 


The Commission therefore recommends that the Pension Benefits Act 
be amended to require for contributory pension plans representation of 
the active members of the plan on the body directing the affairs of the 
pension plan, by the election of not less than one plan member to such 
body with full rights as a member of the board or committee. Election 
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of such member shall be required under a provision of the plan in a 
manner acceptable to the Pension Commission of Ontario. 


Administration -— Trustees 


A cardinal principle of the Pension Benefits Act is that a plan 
registered under the act must be organized and administered in accord- 
ance with the act. (Act, sections 19 and 20) The thrust of the act and 
regulations is to place the onus on the employer who establishes a plan 
to see that it is so administered. The act contemplates that a plan may 
be administered by the employer or by some third party; it does not 
however specify who such a third party may be. 


However, administration of the plan (the employer's responsibility) 
must be distinguished from the administration of the fund. Section 18 
of the regulation under the act requires the funds (unless administered 
by a government) to be administered by an insurance company, a corporate 
trustee, individual trustees, the Government Annuities Branch or a 
Pension Fund Society. No monies may be paid to the employer by the 
trustee without the consent of the Pension Commission. 


While the term "pension plan" will include the assets held in 
a fund as part of the operation of the plan, common parlance often 
confuses the pension plan and the pension fund. The distinction is not 
clear in the legislation; for example, section 18(2) of the regula- 
tion provides that "no funds shall be paid out of a pension plan to 
an employer." Section 16 of the regulation authorizes a transfer of 
a pension benefit credit to "the administrator, insurer or trustee 
of another pension plan." Revenue Canada guidelines cut across both 
administrative responsibilities by providing that a plan funded through 
a trust must have a designated administrator "who is responsible for the 
overall operation and administration of the plan." 


Clearly the question is not one of confusion among terms but rather 
the effect of stich confusion of terminology on the duties of the em- 
ployer and the trustee of the funds. In practice, an employer will 
often appoint a plan administrator to act on the employer's behalf. 
This administrator may also be the trustee of the pension fund. ~ This 
places the trustee in a difficult situation. 


Generally speaking, the trustee's primary duty is towards the 
beneficiaries of the trust. The trustee must show impartiality towards 
all the beneficiaries regardless of personal gain. A trustee may employ 
agents or advisors such as bankers, investment managers, brokers, and 
lawyers, but by doing so the trustee does not avoid the ultimate respon- 
Sibility for the trust funds. The plan administrator on the other hand 
1s under an obligation to follow the instructions of the employer in the 
administration of the plan. It is conceivable that these two functions 
will involve conflicting duties. 
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Under ERISA in the United States no separation in function is 
required but every plan must provide named fiduciaries, usually the 
trustees, to control and manage the plan. Trustees have exclusive 
authority to manage the assets unless they are subject to direction by a 
named fiduciary, or delegate their responsibilities for asset management 
to an investment manager. Trustees have the general fiduciary duty to 
act in the sole interest and for the exclusive benefits of participants 
and beneficiaries, with the care, skill, prudence, and diligence of 
experienced trustees in similar situations. 


The extent of the duty of a trustee was raised by the Trust Com- 
panies Association (Brief 361). It distinguished between a custodian 
trustee, where the trustee merely takes instructions from the plan 
Sponsor or investment manager, and a managing trustee who may be given 
complete discretionary authority over the investment of the funds. The 
Association submits that this distinction should be made in the Pension 
Benefits Act so that trustees who are in a custodian capacity only do 
not have as great a responsibility as other trustees, and that the 
meaning of "administered" be clarified. The Association submits that a 
custodian trustee should not be responsible for an investment manager's 
decisions. 


The Commission recommends that the act be amended to state clearly 
the distinction between the person responsible for the operation of the 
plan, the person responsible for the operation of the fund, and, in the 
latter case, the extent of the obligation of that person for investment 
Management of the fund. 


The Commission makes no specific recommendations as to the division 
of responsibility to be placed on the employer, the board of trustees in 
a multi-employer plan or on the trustee for management of the pension 
fund. If public support continues to move towards the treatment of 
pensions as deferred wages there may be a reassessment of the onus now 
placed solely on the employer, and a separation of the obligation of 
the trustee for the custody of the funds and investment management. 
It will be recalled that the Ontario Public Service Employees Union 
(OPSEU - Brief 208) in calling for a concept of "redirected wages" 
which entitled employees to direct the investment of the pension funds 
was not prepared to release the employer from the guarantee of the 
pension benefit itself. The whole area of administrative responsibility 
requires special consideration from the Pension Commission of Ontario in 
its review of the act. 


Situs of Plan Assets 


The Commission is satisfied that the investment rules for pension 
assets are both broad enough to allow a range of investment choices and 
restrictive enough to protect against large losses. The assets must be 
segregated from the assets of the employer and may not be invested in 
the employer's business. However there are apparently no restrictions 


3o 


on the situs or place in which the plan assets may be held. This 
could be important in a plant closing where the parent conpany, and 
often pension plan control, is located outside Canada. There are no 
provisions for pension plans similar to those for foreign insurers who 
must provide reserves located in Canada to cover Obligations to insureds 
in Canada. 


While, theoretically, assets held in foreign countries may be 
pursued through the law, the enforcement of rights in practice may be 
futile, particularly where the vested rights of an individual are sought 
to be enforced by an individual. 


AS was pointed out by Norman A. Endicott (Brief 2ii7s) 5 


"AS a practical matter individual employees or groups of employ- 
ees in Ontario cannot use the courts of Ohio to. enforce their 
rights, and I doubt if the Province of Ontario would have much more 
success. 


"It is respectfully submitted that short of the Provincial Govern- 
ment directly controlling pension funds and pension agreements as 
it does, for example, in health matters or indirectly in guaran- 
teeing the supply of electricity, all such funds should be in 
Ontario and subject to monitoring and enforcement by the Ontario 
Counts,” 


The Commission recommends that the extent of this potential problem 
be assessed by the Pension Commission of Ontario and, if found neces- 
Sary, amendments to the regulations be made. 


Human Rights Legislation 


The extent to which human rights legislation affects employment 
pension plans is now set out in Part X of the Employment Standards 
Act. Enforcement of the legislation under that act is by a complaints 
procedure. While it might be possible to enforce human rights legis- 
lation by refusing registration of a plan which fails to comply, in this 
Commission's opinion it is not necessary for the PCO to undertake a 
further enforcement obligation. Except for the submissions on mandatory 
retirement ages and unisex tables, both of which concern issues now 
exempted by the Employment Standards Act, none of the briefs and none of 
the testimony at the hearings raised any issue of discrimination in an 
employment pension plan on the basis of age, Sex, Or Marital status. It 
would appear that the existing complaint procedure is sufficient for the 
protection of pension plan members. 


Garnishment of Pension Benefits 
Se eS LON  BeneE Les: 


Historically pension benefits have been protected against assign- 
ment or seizure for the satisfaction of claims established against the 
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pension plan member. The principle is embodied in sections 21 and 24 of 
the Pension Benefits Act. Similar protection is afforded for Canada 
Pension Plan benefits. However, section 24 of the Ontario act was 
amended in 1978 to make an exception in the case of support orders under 
the Family Law Reform Act, 1978. 


Although pension benefits paid to the pensioner are subject to 
seizure in the pensioner's hands the protection is important while 
pension benefits are accruing to protect the pension fund and the rights 
of other plan members. It is more than an administrative problem, 
particularly in defined benefit plans. 


The Commission therefore recommends that the principle that pension 
benefits are not assignable or subject to seizure continue without 
further exceptions. The concept of accruing pension benefits as family 
assets is discussed in detail in Chapter 16 of this volume. 


Options 


The design of the Pension Benefits Act was to provide a framework 
for the regulation of pension plans voluntarily established. It has 
resulted in a minimum standard. It also gave the employer choices in 
the design of the minimum. Thus the words of the act introduces options 
for employees by prefacing provisions with the words, "if the pension 
plan so provides." 


Examples of this design are to be found in section 21 of the acuy 
subsections (3),(4),(5), and (6) dealing with vesting and locking-in 
earlier than in the statutory rule, commutation of benefits and alter- 
native settlements. The same principle is implicit in section 16(1) of 
the regulation which permits transfer of a pension benefit credit to a 
locked-in RRSP. The regulation is interpreted by the Pension Commission 
of Ontario to permit such a transfer if the pension plan so provides; 
the right is controlled by the plan sponsor - not the employee. 


This Commission's recommendations for increasing rights of transfer 
and curtailing rights of commutation in Chapter 11 remove any question 
of plan options in these areas. For the remainder, the Commission 
believes there is no need for some employees to have rights "if the 
pension plan so provides" and others to have none, in areas where the 
inclusion or exclusion of the right involves no cost to the employer. 
The Commission recommends that in a review of the act consideration be 
given to eliminating this approach to options in setting a minimum 
standard. 


Development and Review 
This Commission has had occasion to question the apparent lack of 


attention, over some fifteen years, to the need for major changes in 
what admittedly was "pioneer" legislation. From the history of the 
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Special committee and the legislation for which it was primarily respon- 
sible, it is clear that the realities of labour mobility in Ontario were 
known or anticipated in the early 1960s, and also that the inequities 
often caused by locked-in employee contributions were recognized. Many 
if not most of the reasons for better disclosure and for an "ombudsman" 
for plan members were familiar to those who drafted the legislation. 
It is a matter of some concern therefore that no amendments in any of 
these basic areas have been forthcoming; and that there has been no 
serious review of the act in the Legislature, although some complaints 
from plan members have been aired from time to time. 


There is at least a strong inference that responsibility for ini 
tiating major amendments has, in effect, fallen between two stools: the 
Cabinet, which may have relied on the pension commission to recommend 
necessary changes; and the pension commission, which was not assigned 
the review function after the provision for a committee was dropped from 
the act in 1965. Under the circumstances it might be said that neither 
the Cabinet nor the pension commission can be held accountable for not 
proposing amendments along any of the lines indicated. Obviously, the 
legislature had it within its power to require such a comprehensive 
review; but in any case no review was undertaken until the present 
commission was constituted. 


It would be unproductive to pursue this historical problem further, 
except to recall the solution adopted by the Legislature in 1963. Under 
the original act a separate review body was to have been appointed in 
1970 and every five years thereafter, 


"to advise and assist the Minister by reporting to him its recom- 
mendations for amendments to this Act and to the regulations." 


The Minister was obliged to submit the review report to the Lieu- 
tenant-Governor in Council, and thereafter table it in the Legislature. 


In deleting the provision for a five-year review, the Legislature 
presumably felt that the pension commission - by that time appointed 
and in operation - could perform the review function as competently as 
could an ad hoc committee. It may even have preferred to see that 
function performed on a continuing basis rather than intermittently. 
Nevertheless, the review function was not made an explicit dutytofLeire 
commission; and the Minister's obligation to report any recommendations 
to the Cabinet and Legislature was explicitly repealed. In this connec- 
tion it might be noted that the outcome of the commission's 1972 survey 
(the "Green Paper" proposing a new vesting rule) was never made known to 
the Legislature or the public. 


Our solution, briefly and simply, is that the review function as 
provided in the original act be reinstated in its entirety, except that 
this function should be expressly assigned to the Pension Commission of 
Ontario. The commission should be free, aS it always has been, to make 
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recommendations to the Minister for amendments to the act or regula- 
tions; but a formal report in the nature of a full review should be 
required at least every five years, and the Minister should be required 
to table the report in the Legislature. 


A separate review by an ad hoc group is unnecessary, in the view of 
this Commission, so long as the pension commission is a part-time body, 
reasonably representative of informed opinion outside the government 
and Legislature. Periodic reviews of the legislation apart from the 
statutory review could and probably should be conducted by a standing 
or special committee of the Legislature; but a formal review by the 
cammission would provide a valuable starting point for any further 
examination of the act and its operation. 


The recommendations of this Commission touch upon nearly all 
aspects of retirement income provision. Employment pensions are an 
important part of this provision. Their regulation, though limited, is 
extremely complex; and this Commission would hope that the development 
and review function of the Pension Commission of Ontario might start 
with an asSignment to review the Pension Benefits Act and provide recom- 
mendations to the Minister for amendment of the act in keeping with 
policy based on this Commission's recommendations. The expertise 
embodied in the Pension Commission should prove invaluable for this 
purpose. There is also a strong link through the Pension Commission 
with the regulatory authorities of other jurisdictions. This link, if 
Maintained and amplified by a similar link among ministers responsible 
for pension legislation in the other jurisdictions in Canada would be a 
strong factor in the preservation and extension of uniformity of pension 
benefits legislation. The need for uniformity is discussed in Chapter 
os 


CONCLUSION AND RECOMMENDATIONS 


Regulation of employment pension plans under the Pension Benefits 
Act and the Pension Commission of Ontario has been practical and effi- 
cient, and generally designed to encourage the development of secure 
pension benefits for those whose employers have seen fit to provide 
them. The coverage problem is not one which amendment to the present 
design can accomplish. However it is time for review of the Pension 
Benefits Act, regardless of the adoption of a mandatory retirement 
Savings plan. 


This Commission sees a new role for the Pension Commission of 
Ontario. A new emphasis on the rights of the individual plan member, 
supported by a new consumer role for the pension commission will mean a 
pressing need to ensure that the legislation is adequately explained to 
the public and that individual inquiries and complaints are handled ef- 
fectively and fairly. This burden must of necessity fall on the pension 
commission. Changes in work load and operating methods obviously will 
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require additional staff, and it will be necessary to strengthen the 
capability of administrative personnel in the skills of investigation, 
mediation, and public relations. Since most if not all of the required 
aptitudes appear to be represented in the present staff, it should 
be possible to make an early start on designing new procedures and 
recruiting and training additional personnel. 


The Commission's recommendations which will require these changes 
are as follows: 


General 


That the Pension Benefits Act be amended and the rolesohpthesPensioen 
Commission of Ontario be expanded to provide more effective protection 
of the rights of individual pension plan members. 


Disclosure 


That the Pension Benefits Act and its regulations be amended to provide 
disclosure of information based on the principle that no information 
about an employment pension plan or its operation which is necessary for 
individual assessment is to be unreasonably withheld from any member of 
the plan, active, retired or terminated, or his or her beneficiary, or 
from any employee who is eligible to join the plan. 


That information based on the principle for disclosure enunciated in the 
preceding recommendation encompass the following: 


Routine disclosure: 


a) Annually to each member of the plan: individual member con- 
tribution (if any) and benefit data; copy of the employer's 
pension fund statements for the current year; name and address 
of the plan administrator and each financial carrier; and 
Specific directions for obtaining additional information. 


b) To each member on termination of employment or membership: a 
detailed statement of his or her benefit entitlement, including 
the method of calculation; in the case of a defined benefit 
plan (if the Commission's recommendations concerning rights on 
termination are adopted) a statement of employee and employer 
cost and excess contributions (if any); a concise explanation 
of all benefit options available to the individual and/or 
any surviving beneficiary; a summary of fund investments and 
current rates of return; specific directions for applying for 
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Audit 


Cc) 


d) 


benefits and options; and the name and address of each payor of 
the person's benefits. 


In defined benefit plans, a statement warning that in the event 
of a wind-up of the plan, specific plan improvements which have 
not yet been paid for may be cut back by the proportion that 
the unpaid special payments bear to the number of years over 
which the cost of the improvements has been amortized. 


In multi-employer plans a statement that promised benefits 
can only be paid to the extent the contributions fund such 
benefits. 


Occasional disclosure: 


a) 


b) 


On written request, to any plan member or authorized repre- 
sentative: a copy of the most recent plan information return 
(Form 2) filed with the Pension Commission; a list of all fund 
investments showing both book value and market value at the 
end of the last plan year, together with a statement of the 
time-weighted rate of return on the fund; a copy of the most 
recent actuarial valuation report and cost certificate filed 
with the commission; and a copy of the latest available audit 
ECDOLE. 


On written request, to any plan member or authorized repre- 
sentative: copies of, or a reasonable opportunity to inspect 
and make extracts from, documents not otherwise provided to 
members, Such as a trust agreement, a contract of insurance or 
investment management, by-law, collective agreement or other 
documents under which a plan is constituted. 


Right to Inspect 


a) 


To any plan member, or his or her agent authorized in writing, 
the right to inspect at the offices of the Pension Commission 
of Ontario the plan document or documents and any other docu- 
ment or report concerning the operation of the pension plan 
filed with the pension cammission and to which the disclosure 
requirements apply. 


That the Pension Benefits Act and its regulations be amended to require 
audit of both the pension plan and the pension fund with an audit report 
certified by a chartered accountant to be filed with the Pension Commis- 
sion of Ontario as follows: 
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a) for multi-employer plans, an audit report on the pension plan 
shall be filed annually; 


b) for all other employment pension plans, an audit report on the 
pension plan shall be filed at least every three years and 
coincide with the period of the triennial actuarial evaluation; 


c) for all employment pension plans, except where assets are held 
by an insurance company or trust campany and a certificate as 
to the existence of assets is given by the auditors of such 
company, an audit report on the pension fund shall be filed 
annually. 


That the Pension Benefits Act and its regulations be amended to give the 
Pension Commission of Ontario specific authority to require audits of 
both plan and fund more frequently and to order an independent audit of 
the plan and the fund if in the opinion of the Commission such audit is 
warranted for the protection of plan members. 


Consumer Role 


That the Pension Benefits Act be amended to expand the role of the 
Pension Commission of Ontario from a regulatory body alone to a body 
designed to inform and assist individuals in enforcing their rights to 
pension benefits in employment pension plans, and for that purpose the 
commission be given power 


a) to intervene with the employer on behalf of a plan member or a 
class of plan members, including active, retired, or terminated 
members and their beneficiaries, and to take legal proceedings 
on behalf of such individual or class in the event of the 
bankruptcy or insolvency of the plan sponsor which adversely 
affects the pension plan for events prior to the date of such 
bankruptcy or insolvency; 


b) to arbitrate disputes between an employer and an individual 
employee or class of employees as to entitlements under a 
pension plan. 


Central Pension Agency 


That a central pension agency be created by the Government of Ontario to 
fulfil the following functions: 
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a) to be an alternative investment medium to receive, hold, and 
invest monies as required for the recommended Imandatory retire- 
Iment savings plan (PURS); 


b) to receive, hold, and invest pension monies arising from the 
exercise of recommended transfer rights on termination of 
employment; 


c) to record future pension rights under enployment pension plans 
for all terminated employees; to receive such data from em- 
ployers; and to provide such data to plan members; 


d) to co-operate with other jurisdictions in establishing a system 
to provide information on pension rights on a national basis. 


Review of Legislation 


That the Pension Commission of Ontario be requested to undertake a 
review of the Pension Benefits Act and report to the Minister with 
proposals for amendment of both the Act and the regulations, including 
those changes recommended by this Commission. 


That the Pension Benefits Act be amended by requiring the Pension Com- 
mission of Ontario to make a periodic review of the act and regulations 
and submit its report on recommended amendments to the Minister at least 
every five years, with the further requirement that its report be tabled 
in the Legislature. 


Multi-Employer Plans 


That the Pension Benefits Act be amended to bring within the ambit of 
the act by separate definition: multi-employer plans, union sponsored 
pension plans and any type of employee-pay-all plan which provides a 
pension benefit. 


That the Pension Benefits Act be amended to place upon the board of 
trustees of a multi-employer plan the responsibilities normally placed 
on the employer in a single employer plan, where these responsibilities 
are not properly attributable to participating employers. 
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That the Pension Commission of Ontario take steps to ensure that service 
requirements for entitlements under multi-employer plans are not linked 
to plan membership in such a way as to deprive an individual of service- 
based benefits. 


Representation of Plan Members 


That the Pension Benefits Act be amended to require, for contributory 
pension plans, representation of the active members of the plan on the 
body directing the affairs of the pension plan, by the election of not 
less than one plan member to such body with full rights as a member of 
the board or committee. Election of such member shall be required under 
a provision of the plan in a manner acceptable to the Pension Commission 
of Ontario. 


Trustee Obligations 


That the Pension Benefits Act be amended to state clearly the distinc- 
tion between the person responsible for the operation of the plan, the 
person responsible for the operation of the fund and in the latter case 
the extent of the obligation of that person for investment management of 
the fund. 


Situs of Plan Assets 


That the Pension Commission of Ontario assess the extent of the poten- 
tial problems arising from the absence of regulation of the situs of 
pension plan assets, and, if found necessary, make recommendations for 
amendment to the act or regulation. 


Garnishment of Pension Benefits 


That the principle that pension benefits are not assignable or subject 
to seizure continue without further exceptions. 


Administration: Financing and Staffing 


That the necessary monies be allocated to permit the Pension Commission 
of Ontario to carry out effectively its additional obligations contem- 
plated by the recommendations for an expanded role for the commission. 
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Effective Date of Proposed Legislation 


That legislation implementing recommended changes be effective at a time 
not later than three years after the legislation has received Royal 
assent. 


Funding of Liabilities Created by Amendments 


That all additional liabilities created by the legislative amendments in 
any pension plan, subject to the approval of the Pension Commission of 
Ontario as to the amount of such additional liabilities, be amortized 
over 15 years and be treated in the same manner as initial unfunded 
liabilities under the act. 
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NOTES 


@)) 


This statutory exclusion appears in sec. 18(1) of the act. 
Exclusions by regulation are provided for in sec. 28(f); two 
such exclusions have been made, both of a minor nature; see 
O. Reg. 654, ss. 15, (21. 


The Pension Benebits ACE; ReS.Osulo7 0, *Ch.. S427, 6Ge. 1,8 177 meile 
The Pension Benefits Acti) 1962-63, S30. 1962-63,  chin= 103% 
Pension Benefits Amendment Act, S.O. 1963-64, ch. 88. 


The original deadlines - January 1, 1964 for plan information, 
January 1, 1965 for application for registration + ‘remained 
unchanged from the 1962-63 act. 


Statement in the Ontario Legislature, May 21, 1965. 


Statement in the Ontario Legislature, March 19, 1963. 


A Summary Report of the Ontario Committee on Portable Pensions, 
February 1961); ---Second Report, July e960) eDraLt bill, An ACenLe 


provide for the Extension, Improvement and Solvency of Pension 
Plans and the Portability of Pension Benefits, August 1961. 


In his statement to the Legislature, May 21, 1965, the Premier 
reported that understandings had been reached with representatives 
of other provinces; that Quebec had indicated a "favourable 
position"; and that the federal Minister of Finance was awaiting 
only "a wide measure of agreement by the provinces" before 
introducing legislation similar to Ontario's for employees under 
federal jurisdiction. 


Acceptance of conventional differences in plan structure extended 
to the adoption of a minimum benefit level (in the standard plan, 
later repealed) expressed in three ways to facilitate its 
accommodation within existing plans: money-purchase, career 
average, and flat benefit. The three formulas were presumed to be 
approximately equivalent, based on a single life annuity at age 70 
and service from January 1, 1965. No final average equivalent was 
mentioned. 


Other aspects of integration with government plans are examined in 
Chapter 11. 


A test valuation is significant only where benefits are based on 
final or final average earnings, and accrued benefits therefore 
increase in value automatically as earnings increase. If salary 
levels rise more rapidly than the actuary has assumed, the next 
valuation may reveal an experience deficiency as a result of that 
factor alone. Other types of plans (flat benefit, career average) 
may provide for comparable increases in prior service benefits by 
means of plan amendments, in which case the additional cost is 
treated as an initial unfunded liability, with 15 years allowed 
for amortization as opposed to 5 years for an experience 
deficiency. 
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(13) 


(14) 


(15) 


(16) 


G7.) 


(18) 


ei?) 


(20) 


(21) 


(22) 


Pension Commission of Ontario, Fifteenth Annual Report, for the 
Fiscal Year Ending 31 March, 1979. 


Ibid. Fees received in the 1978-79 fiscal year amounted to 
$561,214; cost of operations was $481,103. 


"Designated province" is defined in s. 1(1)(b) to include a 
territory. 


The Northwest Territories and Yukon Territory are designated in 
O. Reg. 654, se 20. The agreement with the federal government 


also covers plans elsewhere under federal jurisdiction. (Ontario 
O.C. 2693/68, June 27, 1968; and Canada P.C. 1968-11-1487, 
July 51, 1960). 


The terminology used here is self-explanatory except that 
"non-participating" may refer to a province that is covered by the 
agreement but has exercised its option to be exempted under terms 
of the reciprocal agreement, either in respect of a particular 
pension plan or in respect of all plans for which it would 
otherwise act as the major authority. 


Section 2 of the current interprovincial agreement provides that: 
"The major authority for each plan shall exercise both its own 
statutory functions and powers and the statutory functions and 
powers of each minor authority for such plan." Provision is made 
in the Ontario regulation (sections 2(10) and 14(12)) to 
facilitate supervision where a plan is subject to two or more 
technically incompatible requirements relating to funding or 
investments. 


Although informal in structure, the association of superintendents 
has been designated a sub-committee of CAPSA. 


The Fifteenth Annual Report of the Commission notes that: 

"The Pension Commission of Ontario continues to support CAPSA 

in its endeavours and continues to put before CAPSA any 
recommendation concerning a proposed policy or statute change for 
examination and comment. Similarly, the Commission will examine 
and comment upon any policy or statute change being considered by 


any other jurisdiction." 


Pension Benefits Act, 1962-63, se 11(2) and (3). According to an 
explanatory note appended to Bill 110 at the committee stage, the 
provision for an advisory review committee would "permit the 
appointment of qualified representatives of interested groups, 
such as labour and industry, to advise the Minister with respect 
to the administration of the Act and with respect to recommended 
amendments." 


Statistics Canada, Pension Plans in Canada, 1978 (and previous 
issues), Cate 74-401; and Statistics Canada, "Pension Plans in 
Ontario, 1978" (unpublished). 
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(23) 


(24) 


(25) 


Revenue Canada, Information Circular 72-13R6 sets out registration 
requirements for pension plans under section 248(1) of the Income 
Tax Act, including the stipulation in paragraph 14(b) that 
evidence of registration under any applicable supervisory 
legislation must be filed with an application for tax-exempt 
status of the plan. Registration under the Income Tax Act "will 
not be effected until the above-mentioned evidence of registration 
is submitted." 


J. Wells Bentley, Superintendent of Pensions, testimony before the 
Commission, June’ /, 1978, “pp. 1027, 103. 


Marie Corbett, "Auditing Requirements" - unpublished memorandum 
prepared for the Royal Commission on the Status of Pensions in 
Ontario, “August, 1978s 


$6 Os. 1962-655) Che 10 57m cai tant tes melo mR. OO, mcuL OC em a> 
So We 
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Chapter 14 


Government Regulation: Taxation 


In the preceding chapter, regulation by direct legislation for 
employment pension plans was reviewed. Regulation of employment pension 
plans and other retirement income vehicles is also effected through the 
income tax system. It is therefore impossible to deal adequately with 
the subject of retirement income without considering the impact of 
the relevant provisions of income tax legislation. The Income Tax 
Act contains a complete code regulating all aspects of two important 
retirement income vehicles, the Deferred Profit Sharing Plan (DPSP) and 
the Registered Retirement Savings Plan (RRSP). Although no provision 
is made in the income tax legislation itself for the regulation of 
registered pension plans, a detailed set of guidelines has developed at 
the administrative level. The Minister of National Revenue will refuse 
to register a pension plan if it does not comply with the rules set 
out in information circulars published by the department.(1) Without 
registration, the substantial tax advantages accruing to sponsors and 
members of registered pension plans are not available. The regulatory 
provisions govern many aspects of plan design, including funding, in- 
vestment of plan funds, and payment of benefits. In addition, indi- 
viduals and employers designing retirement income vehicles must take 
into account a multitude of provisions in the Income Tax Act relating to 
the taxation of pension income, including the special provisions dealing 
with retiring allowances, termination payments, disability benefits, and 
death benefits. 


In this chapter we will deal with the provisions relating to 
registered pension plans, Registered Retirement Savings Plans, and 
Deferred Profit Sharing Plans. In the interests of readability and 
brevity, we will avoid the use of statutory language when possible and 
the discussion of insignificant exceptions to general statutory rules. 
In adopting this approach, we have been forced to over-generalize with 
the result that minor inaccuracies may arise if the text is applied to 
special cases. The Commission is indebted to Wayne G. Beach, a Toronto 


47 


tax lawyer, for the preparation of that part of the text which deals 
specifically with the current provisions of the Income Tax Act. 


TAX DEFERRAL PLANS 


For many years prior to adoption of provincial and federal legis- 
lation dealing specifically with the regulation of employment pension 
plans, federal government policy encouraged the development of these 
plans. The encouragement was extended through the allowance of reason- 
able deductions for contributions as a business expense for employers 
and aS a personal deduction for employees. Gradually there developed 
administrative regulations to determine whether deductions would be 
permitted. These regulations in turn extended to various features 
of plans. When pension benefits legislation was passed in the early 
"sixties, it was this legislation that visibly controlled plan design. 
However, the Income Tax Act remains as a powerful "eminence grise" 
working in the background with the pension regulatory authorities. 


Occasionally the goals of tax policy and pension benefit Lodey 
will be at odds. For example, in setting actuarial assumptions, we find 
that tax guidelines prevent the adoption of salary scales exceeding the 
assumed interest rate, in order to limit funding and hence deductible 
expense for employers; while pension benefit policy for its part would 
welcome more realistic Salary scales to improve the funded position of 
the plan. Changes in pension benefits legislation must therefore be in 
concert with tax policy to the extent they impinge on the matter of tax 
deductibility. 


Registered Retirement Savings Plans and Deferred Profit Sharing 
Plans, unlike employment pension plans, are distinct creatures of incane 
tax policy. They represent, at least in part, encouragement of savings 
for retirement by tax deferral. Registered Retirement Savings Plans 
were introduced in 1957.(2) Profit sharing plans were dealt with in the 
income tax legislation through the 1950s, but it was Only eehoOOme ha 
Deferred Profit Sharing Plans as they now exist were created. (3) 


We will describe the rules relating to each of the three tax defer- 
ral plans and will analyze the tax treatment of the olans, comparing 
their salient features. 


REGISTERED PENSION PLANS 


The provisions of the Income Tax Act relating to the taxation of 
registered pension plans are basically similar to those relating to 
RRSPs and DPSPs. A tax deduction is provided for COnNErIDULLONS to. 4 
fund, the income from the fund is sheltered from tax, and payments from 
the fund in the form of pensions are subject to tax in the recipient's 
hands. Whereas RRSPs and DPSPs are designed to provide a retirement 
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income for the self-employed or employees of smaller firms, the regis- 
tered pension plan is designed to suit the needs of employees of larger 
firms. Although it is not uncommon for plans to provide for only 
employer contributions, the legislation contemplates contributions to 
the fund by both employer and employee. 


No detailed code governing the operation of registered pension 
plans is set out in the Income Tax Act itself. However, Revenue Canada 
has set out a detailed set of guidelines, which must be met in order for 
a plan to become registered and retain its registered status. Without 
registration, a plan does not qualify for the tax advantages provided in 
the Income Tax Act. By this means, Revenue Canada exercises as much 
control over pension plans as it does over RRSPs and DPSPs. 


Formal Requirements 


A "registered pension fund or plan" is defined in section 248 of 
the Income Tax Act as "an employees' superannuation or pension fund or 
plan accepted by the Minister for registration." In order to qualify 
for registration, a plan must meet the detailed requirements set out in 
an information circular published by Revenue Canada.(4) The following 
is a summary of a few of the matters dealt with in the circular: 


1. The primary purpose of a registered pension plan must be "to 
provide pensions to retired employees in the form of life 
annuities. It must not be a scheme for the diversion of prof- 
its or an employees savings fund with the right of withdrawal 
of funds during coverage." 


2. A plan must not provide for benefits to be paid to persons 
other than employees, their beneficiaries, or their estates. 


3. Pensions must be provided by the employer as consideration for 
services rendered by the employee. Unless terminal funding is 
contemplated under the plan (not permitted under Ontario law) 
the employer must be obligated to make future service contri- 
butions. The plan may require employee contributions, provide 
for voluntary employee contributions or be non-contributory. 


4. A plan must be funded through: 
a) a contract for insurance with a life insurance company; 


b) a trust under which the trustees are a trust company Or 
three individuals resident of Canada, one of whom is inde- 
pendent of the participating employer; 


c) a corporate pension society; 
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d) an arrangement administered by the Government of Canada or 
a province. 


A plan funded through a trust must have a designated admin- 
istrator, who may be a participating corporate employer, a 
corporation resident in Canada in the pension administration 
business, a committee of individuals the majority of whom 
reside in Canada, an insurance company, or a trust company. 


A plan must state the class of employees to be covered, the 
requirements to be met for eligibility and whether or not 
participation is compulsory. 


Contributions to a plan must be related to "eligible pension- 
able service." With limited exceptions, service qualifying for 
pension benefits must be service with an employer "carrying on 
all or part of its business in Canada or otherwise operating in 
Canada" and, "Such service normally must be service in Canada 
or service outside Canada directly related to the earnings by 
the employer of income that is taxable in Canada." Eligible 
service in the case of a "significant shareholder" who, either 
alone or in conjunction with other members of the plan who are 
Significant shareholders or persons related to him or her or 
them, controls the employer, will not include years during 
which the significant shareholder was a member of a DPSP or a 
registered pension plan of the employer or a related company. 
A significant shareholder is a shareholder who, either alone or 
together with a parent, spouse, or child, owns directly or 
indirectly shares having 10 per cent or more of the voting 
power in the company. 


Except in the case of money-purchase plans, a definite formula 
must be set out in the plan for the calculation of benefits. 
As a general rule, benefits payable on retirement must take the 
form of a life annuity. Except in limited circumstances, com- 
mutation of such an annuity may occur only on or after death, 
termination of the plan prior to retirement or by certain 
transfers within the employer company or to related companies. 
The maximum guarantee period for a life annuity is the lesser 
of 15 years and the period from the date of retirement to the 
86th birthday of the annuitant. In the case of a joint and 
last survivor annuity, there may be no guarantee of payments 
on the death of the survivor, except to the extent of any 
unexpired term of a guarantee on the first life. 


Reasonable disability pension benefits may be provided under a 
plan. 


Where a spouse's or dependent's pension is not provided under 
the plan, the plan may provide for a return of an employee's 
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contributions with or without interest plus a reasonable death 
benefit. 


A plan may provide for a reasonable pension to a spouse or 
other dependent in the event of the member's death. 


Plans, other than money-purchase plans, must specifically 
prohibit the payment of pension benefits exceeding an amount 
determined under a prescribed formula. In the case of benefits 
payable on or after September 1, 1976, the maximum amount 
payable per year is the lesser of: (a) $1,715 times the number 
Of years Or “service up to 35;"and (b)*two percent of the 
average of the best three consecutive years of remuneration 
paid to the employee by the employer times the number of years 
of service, not exceeding 35. This formula may be varied to 
substitute the "best five years of remuneration" for the "best 
three consecutive years of remuneration." A bridging benefit 
is normally not taken into account in applying the maximum; but 
the benefit limitation must include the commuted value of any 
"excess bridging benefit" - that is, any amount above the 
equivalent of CPP/QPP and OAS maximum pensions payable (at the 
time of determination), or any amount that is payable after age 
65. 


The normal retirement age under a plan "should be defined and 
should not be before the first day of the month in which the 
Sixtieth birthday occurs and no later than the day preceding 
the seventy-first birthday." 


"No right or interest under the plan of an employee who is a 
beneficiary may be capable of assignment or alienation except 
as specifically required or permitted under the Income Tax Act, 
Pension Benefits Standards Act or a provincial pension benefits 
act." The plan must not provide for loans to plan members 
except by way of a mortgage at a reasonable rate of interest 
where such a mortgage would represent an acceptable investment 
for the plan. The trustees of a plan must not be empowered to 
borrow funds except "on a short term basis to provide funds for 
the payment of benefits or the purchase of annuities without 
resort to a distress sale of assets in the fund or to make 
additional investments, provided that the assets of the fund 
are not pledged as security for the loan and the total indebt- 
edness of the pension fund so incurred does not exceed current 
service contributions and estimated earnings of the fund for 
the immediately subsequent twelve-month period." 


Except where the plan is registered under a provincial pension 
benefits act or the Federal Pension Benefits Standards Act, it 
must contain a requirement that all investments will meet the 
requirements of section 1l of the Pension Benefits Standards 
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Act and section 8 and schedule C of the Pension Benefits Stand- 
ards Act Regulations. 


Contribution bimirts 


The Income Tax Act provides for the deductibility of contributions 
to a plan by employers and employees under certain circumstances. These 
provisions are somewhat more complicated than the deductibility provi- 
sions for RRSPs and DPSPs. In addition to the normal current service 
contributions to plans, contributions may be made by both employers and 
employees on account of past service. 


An employee may claim a deduction for the following types of 
contributions to a registered pension plan:(5) 


i. Up tor$3,500%per year on account of “current! Services =Unlike 
RRSPs, the level of the employee's income is not a limiting 
factor in detennining the amount of the contribution. 


2. Up to $3,500 in any year on account of services rendered by the 
employee in a previous year during which he or she made no 
contribution to the plan and in respect of which a past service 
contribution had not previously been made. The $3,500 limit 
for the past service contributions applies notwithstanding the 
fact that the contribution limit in respect of that previous 
year! may haves been? lower;* for example; prior tollo76, athe 
contribution limit was $2,500 per year and, in earlier years it 
was even lower. 


3. Amounts contributed to a plan on account of years during which 
the employee was a contributor to the plan. The amount which 
may be deducted is $3,500 less any contribution made in the 
previous year in question on account of current service. For 
example, an employee who had contributed $2,000 to a plan in 
1972 would be entitled to make a further contribution in 1979 
On account of the 1972 year equal to $3,500 minus $2,000 or 
$1,500. However, the amount deductible under this provision 
will be reduced by amounts contributed in the year on account 
of current service and past service during which the employee 
was notra contributor. In ‘the Gxample set out above, the 
$1,500 which the employee could contribute in 1979 on account 
of the 1972 year would be reduced by any current service con- 
tributions made by the employee in 1979 and any contributions 
made by the employee in 1979 on account of past service for a 
year during which the employee was not a contributor. 


With one exception, contributions by an employee must be made 
during the taxation year for which the deduction is claimed. The 
exception occurs in the case of lump-sum contributions made in any year 
on account of past service contributions for years during which the 
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employee was not a contributor. In that case, any excess over $3,500 
may be carried forward to future years and a deduction claimed in those 
future years. (6) 


An additional deduction is available under the Income Tax Act for 
amounts received by a taxpayer from a plan, either by way of pension 
or by way of a lump-sum refund of contributions where the amounts in 
question are contributed to another registered pension plan, to an 
RRSP(7), Or within limits to a DPSP(8) within the year of receipt or 
within 60 days of the end of that year. 


Most teachers are eligible for special treatment under the Income 
Tax Act with respect to past service contributions.(9) Basically, they 
are entitled to deduct payments made for past service for years during 
which they were contributors on the same basis as other employees are 
entitled to make such deductions for years during which they were not 
contributors. This provision is designed to provide relief to teachers 
who were previously members of a plan but withdrew their contributions 
on leaving the employment of the employer under the plan. 


Deductions are permitted under the Income Tax Act for three types 
of contributions by employers to a registered pension plan: contribu- 
tions on account of current service, lump-sum contributions to provide 
terminal funding, and special past service contributions. 


The maximum amount which may be deducted by an employer for con- 
tributions to a plan on account of current service may be determined in 
one Of two ways.(10) Where the total contribution to the plan by the 
employer for any year is made up of specific amounts in respect of each 
employee, the deduction in respect of each employee is limited to $3,500 
per year. Where contributions are not earmarked on an employee-by- 
employee basis, the amount deductible will be determined by regulation; 
basically the maximum amount deductible may not exceed $3,500 times the 
total number of employees in respect of whom payments are made. In some 
cases, the effect of the regulation will be to prevent the deduction of 
an amount equal to $3,500 per employee. The total contribution of the 
employer is allocated among the employees proportionately on the basis 
of their remuneration for the year. Where some employees are paid 
Substantially more than other employees, the amount allocated to the 
more highly-paid employees could exceed $3,500 in which case the excess 
would be denied as a deduction. Where the application of this formula 
would result in a deduction being denied, the employer may elect that 
the maximum deduction in respect of each employee be the actual cost to 
the employer of providing the benefits under the plan in respect of 
services rendered by that employee. In most cases where this latter 
approach is adopted, it would be necessary to have an actuary make the 
required calculations. 


Under terminal funding plans, (which are not permitted under On- 
tario law) the employer does not make contributions each year in respect 
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of each employee, but rather makes a lump-sum payment to the plan in the 
year in which the employee becomes eligible to retire, retires, or 
otherwise ceases to be employed by the employer or reaches an age when 
pension benefits become payable.(1l) Where such a payment is made in 
the year in which the relevant event occurs, or within 60 days of the 
end of that year, the employer will be permitted a deduction. No limit 
is set out in the Income Tax Act for the amount which may be deducted on 
account of such lump sum payments. However, it is provided in the 
Income Tax Act that no deduction may be claimed for any amount which 
is unreasonable.(12) AS a practical matter, the tax department has 
indicated it will not register any defined benefit plan which provides 
for pensions in excess of certain limits, (see item 12 supra).(13) 


In certain circumstances, employers may claim a deduction for 
contributions made to a plan in the year on account of past service by 
an employee.(14) The payment must be made pursuant to a recommendation 
by a qualified actuary who is of the opinion that the resources of a 
defined benefit plan should be increased by the amount of the payment in 
question to ensure that the employer's obligations under the plan 
to employees may be satisfied. Any such payment must be approved in 
advance by the Minister of National Revenue on the advice of the Super- 
intendent of Insurance. The deduction must be claimed in the year in 
which the payment is made. Once again, the amount of such a payment 
must be reasonable, and the Minister has set out guidelines for the 
maximum benefits which may be provided under a plan. 


Taxation of Benefits 


No amount is included in the employee's income at the time a 
contribution is made by the employer to a plan. Rather, all benefits 
received by the employees, their estates, or their beneficiaries are 
taxable in the year of receipt.(15) A deduction may be claimed against 
amounts included in income where the amounts in question are contributed 
within the year or within 60 days of the end of the year to another 
plan, an RRSP(16), or within certain limits a DPSP.(17) A taxpayer 
is eligible for forward averaging through the purchase of an income- 
averaging annuity with respect to any single payment received by him 
from a plan upon the death, withdrawal or retirement of an employee or 
former employee, upon the winding-up of the plan or upon the amendment 
of the plan.(18) Amounts received by a taxpayer from a plan and in- 
cluded in income qualify for the $1,000 pension deduction regardless of 
whether the taxpayer has reached age 65.(19) 


Unregistered Pension Plans 


Considerable interest has developed during the past year in pension 
plans which are not registered with Revenue Canada. Tax practitioners 
had tended to ignore this type of plan since 1969, when it was held by 
the Tax Appeal Board that contributions by an employer to such a plan 
were not deductible (Patons & Baldwins Ltd. v MNR, 69 D.T.C. 189[TAB]). 
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Although this case conflicted with earlier jurisprudence, which held 
that contributions by an employer to such a plan should be deductible as 
a general expense of carrying on business, tax practitioners shied away 
from a confrontation with the tax department on the issue. However, in 
June, 1979, a senior official of Revenue Canada made a policy statement 
indicating that contributions by an employer to an unregistered pension 
plan would be deductible by the employer if it was clear that the amount 
contributed could under no circumstances revert to the employer. Al- 
though the department has refused to rule on the matter, the interest of 
many tax practitioners has been reawakened, and it would appear likely 
that some use will be made of these plans in the future, unless the 
government introduces legislation making their use unattractive or a 
further court decision is rendered providing that contributions to such 
a plan are not deductible. Such pension plans would be governed by the 
Ontario Pension Benefits Act in accordance with the act's definition of 
a pension plan. 


Non-registered plans are less attractive than registered plans fron 
two points of view. First, no deduction is permitted for employee 
contributions to such plans, and second, income earned from plan funds 
is subject to tax. To avoid the latter problem, plan funds would 
generally be invested in investments which produce no taxable income, 
Such as Single premium deferred annuities or compound interest bonds. 
The major advantage of plans of this nature is that there is no limit on 
the amount which an employer can contribute to them as there is with 
registered plans. From this point of view, they are particularly desir- 
able for senior employees nearing retirement with inadequate pensions. 
For example, an employer might decide to set up an unregistered plan for 
five senior employees, all of whom are 10 years from retirement. The 
employer might contribute $10,000 per year to the plan for each employee 
in each of the 10 years prior to retirement. The contributions would be 
held by a trustee and invested in single-premium deferred annuities 
maturing on the retirement of the employees. The income earned under 
the annuity contracts would accumulate on a tax-free basis until it was 
paid out to the employees in the form of an annuity. The plan would 
provide that, under no circumstances, could the funds revert to the 
employer, and the employer would claim an immediate deduction for the 
contributions. 


This type of program has actually been in relatively common use for 
a number of years. However, it has generally been referred to as a 
"deferred compensation plan" rather than as an unregistered pension 
plan. The distinction between the two types of plans is not entirely 
clear. Presumably in a deferred compensation plan, the employee fore- 
goes current remuneration, which is paid after retirement. In the case 
of an unregistered pension plan the employee does not forego income, but 
rather the employer is the real source of the contribution. In fact, 
it could be argued that an employee is in effect foregoing present 
remuneration whenever the enployer makes a contribution to a pension 
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plan, since the pension plan simply forms part of his or her total 
compensation package. 


In the case of most deferred compensation plans, the employer has 
generally not claimed a deduction for contributions made to the plan. 
However, given the indication of a shift in government policy in this 
regard, employers are likely to begin claiming a deduction for these 
contributions, at least where it is clear that the contributions cannot 
revert to the employer under any circumstances. In setting up deferred 
compensation plans, practitioners have generally taken precautions 
to ensure that employees do not derive a taxable benefit at the time 
contributions are made to the plan, but rather are subject to tax only 
on amounts actually received by them from the plan. In this regard, 
deferred compensation agreements generally provide that payments to the 
employee are contingent on the employee performing covenants under the 
deferred compensation agreements, which might include covenants to 
remain with the employer until retirement, to refrain from competing 
with the employer after retirement, and to provide consulting services 
to the employer after retirement. 


The federal budget which was defeated in December, 1979 would have 
removed the unintended tax advantages of certain unregistered pension 
plans, by providing that payments after December ll, 1979 by an employer 
are not deductible until the amounts vest irrevocably in the employee. 
At that time they will be taxable income to the employee. Special 
provisions would be made for foreign branches of Canadian employers. 


REGISTERED RETIREMENT SAVINGS PLANS 


In 1957, provision was made in the Income Tax Act for Registered 
Retirement Savings Plans (RRSPs). The RRSP was intended to assist 
individuals not involved in private pension plans to create a fund for 
the purpose of providing a retirement income. However, because of the 
substantial tax advantages of RRSPs, they have become highly popular 
with middle and upper-income taxpayers, and financial institutions enter 
the market each spring to compete vigorously for RRSP dollars. RRSPs 
provide three major tax advantages: 


1. The deduction permitted for contributions to an RRSP enables 
the contributor to defer taxation of the amount of the contri- 
bution until a later date when amounts are withdrawn from the 
RRSP = thereby, in effect, giving. the 'contributor,..the use of 
the government's money during the deferral period. 


2. Because income from the investment of the RRSP fund is not 
taxed, the growth of such a fund is much more rapid than that 
of a similar fund whose income is subject to taxation. 
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3. At the time taxpayers begin to receive retirement income from 
the fund, their income and thus their marginal tax rate is 
likely to be lower than it was at the time the contribution was 
made. Where this is the case, an actual tax saving arises in 
addition to the deferral. 


Section 146 of the Income Tax Act provides a detailed code govern- 


ing RRSPs, which appears to be designed to achieve the following policy 
objectives: 


1. To limit the investment of RRSP funds to "pension-type" invest- 
ments in order to prevent taxpayers and their advisers from 
speculating with retirement income. 


2. To guard against the use by taxpayers of RRSPs to achieve 
tax and estate planning objectives rather than to provide a 
retirement income. 


Retirement Savings Plans may be provided by insurance companies, 
trust companies, and other financial institutions approved by Order-in- 
Council including investment vehicles commonly known as mutual funds. 
(20) Chartered banks and credit unions have been able to compete for 
RRSP dollars by arranging to have a trust company act as trustee for 
their funds. Under proposed legislation, these institutions would be 
permitted to compete directly in the RRSP market. (21) 


In order to qualify for the tax advantages, a Retirement Savings 
Plan must be registered with Revenue Canada. The requirements for 
registration are set out clearly in the Income Tax Act: (22) 


1. The plan may not provide for benefits to be payable to the 
holder of the plan (the "annuitant") prior to the maturity of 
the plan. 


2. The plan may not provide for contributions to be made after the 
maturity of the plan. 


3. The plan must mature after the annuitant's 60th birthday and 
before the end of the year in which he or she reaches the age 
O£> 71 


4. The plan may not provide for a benefit after maturity other 
than by way of a "retirement income." 


5S. Where the retirement income takes the form of an annuity, such 


an annuity may not be capable of surrender, commutation or 
assignment except on the death of the annuitant. 
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6. The plan must provide for the commutation of any annuity on the 
death of the annuitant where the payments would be made to a 
person other than the spouse of the annuitant. 


Contribution Limits 


An individual whose employer contributes to a registered pension 
plan on his or her behalf may claim a deduction each year for contribu- 
tions to an RRSP of up to 20 per cent of "earned income" with a maximum 
of $3,500 less the amount of the employee's contribution to a registered 
pension plan.(23) For example, a taxpayer with earned income of $15,000 
who contributed $1,500 to a registered pension plan could make a deduct- 
ible contribution of $1,500 to an RRSP (20 per cent of $15,000 less the 
$1,500 contributed to his pension plan). For other individuals, the 
deduction allowed is 20 per cent of earned income up -to a maximum of 
$5,500 per year. It is possible for a taxpayer to contribute property 
in lieu of cash to his or her RRSP, provided that the property in ques- 
tion is a "qualified investment." An individual may make all or part of 
the permitted contribution to an RRSP for his or her spouse. (24) 


In addition to the normal deduction for contributions to an RRSP, a 
deduction may be claimed for contributions made to an RRSP on account of 
certain payments received by a taxpayer in a taxation year and included 
in income.(25) Amounts qualifying for this treatment include super- 
annuation and pension benefits, old age pensions, Canada Pension Plan 
pensions, retiring allowances, and amounts received under a Deferred 
Profit Sharing Plan. For example, an individual receiving a substantial 
retiring allowance could avoid immediate taxation of the lump sum in one 
year at high marginal tax rates by contributing the amount in question 
to an RRSP. In addition, an individual such as an army officer who re- 
tired at a relatively young age and took up alternative employment, 
could defer tax on pension income by contributing it to an RRSP. 


The defeated 1979 budget proposed to permit farmers to transfer 
taxable capital gains of up to $100,000 on the sale of farm land. 


Prior to 1976, some taxpayers made contributions to RRSPs in excess 
of the amount they were entitled to deduct. Although these over- 
contributions were not deductible and it was not entirely clear that 
they would not be taxable when withdrawn from the plan, the taxpayers in 
question believed that these disadvantages were more than offset by the 
fact that the income earned in the plan on the over-contribution would 
not be taxable. The Income Tax Act now contains provisions which make 
over-contributions unattractive.(26) Taxpayers who inadvertently over- 
contribute will generally be able to take steps to avoid the penalties 
which would otherwise apply. 
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Spousal RRSPs 


Little is known about the incidence or patterns of participation 
in spousal RRSPs. Income tax data, a major information source for 
RRSPs generally, do not identify spousal RRSPs. An individual may 
allocate all or part of the allowable RRSP contributions to a spouse. 
Whether these contributions are split between husband and wife or used 
entirely for a spousal fund, they are deductible from the purchaser's 
earned income only. Therefore, tax records need not and in fact do not 
differentiate between personal and spousal contributions. 


Spousal RRSPs are instruments which may be used to redistribute 
income within the family unit so as to minimize the total income tax 
load. At the point of purchase, tax advantages from spousal RRSPs 
accrue to the purchaser, but the fund thus established is turned over to 
and accumulated in the spouse's name. This means that when the funds 
are withdrawn, the proceeds are taxable in the hands of the recipient 
spouse. Tax benefits, therefore, may be realized in one of two ways 
depending upon the ultimate objective. 


As a short-term tax saving device, spousal RRSPs theoretically 
could be liquidated almost immediately on receipt. In so doing, a 
Spouse with little or no income would escape tax altogether or would pay 
at a much lower rate than would apply to the family's primary income 
earner. Indeed, when first introduced, this was a widespread practice. 
This use of RRSPs solely as a tax device openly circumvented their 
primary function as retirement savings - the purpose for which they were 
Originally designed. To close off this avenue to some degree at least, 
regulations were tightened in 1977 so that contributions withdrawn 
within three years of inception of a spousal RRSP become taxable in the 
contributor's hands rather than in the spouse's hands. 


From the perspective of a retirement savings program, the long-term 
advantages are more significant. The split in family retirement income 
resulting from spousal RRSPs provides tax savings in two ways. First, 
where one partner in the marriage is in a much lower tax bracket than 
the other, the income from the spousal plan attracts a lower rate of 
tax. Second, after age 65, if the spouse has no other pension income, 
the first $1,000 of RRSP benefits is non-taxable. Thus, both partners 
may acquire the pension income deductibility allowable for income tax 
purposes. The combined effect of these two factors would materially 
reduce the total tax payable by the family, and so increase their net 
income. 


Investment of the RRSP Fund 
A number of restrictions are imposed under Section 146 on the 


investment of the RRSP fund. A breach of these restrictions may result 
in serious tax consequences; for example: 
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Where the RRSP trust borrows money, it will be taxed on its 
income in any year during which the loan is outstanding unless 
the borrowed funds are used to carry on a business. (27) 


Where an RRSP trust carries on business, the trust will be 
taxed on its income from carrying on business. (28) 


Where an RRSP trust disposes of property for a consideration 
less than its fair market value, the difference between the 
fair market value and the consideration received is included in 
the annuitant's income. (29) 


Where an RRSP trust acquires property for a consideration 
greater than its fair market value, the excess of the consider- 
ation paid over the fair market value will be included in the 
annuitant's income. (30) 


Where the property of an RRSP trust is used as security for a 
loan, the fair market value of the property used as security 
will be included in the annuitant's income. (31) 

Where an RRSP trust makes an investment which is a "non- 
qualified investment," the cost to the trust of the investment 
will be included in the income of the annuitant.(32) The 
following are qualified investments: 

a) bank, trust company and credit union deposits; 

b) guaranteed investment certificates of a trust company; 

c) federal, provincial and municipal bonds and debentures; 

d) shares listed on a prescribed stock exchange in Canada; 

e) shares listed on a prescribed foreign stock exchange; 


{f) shares of an investment corporation; 


g) bonds and debentures of a corporation the shares of which 
are listed on a prescribed Canadian stock exchange; 


h) mortgages on Canadian real estate provided the mortgagor is 
not the annuitant or person with whom the annuitant does 
not deal at arm's length. 


It will be noted that considerable flexibility is allowed as 
to the investment of the RRSP fund; in particular, shares of 
companies listed on a Canadian stock exchange are qualified 
investments regardless of their earnings record. 
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7. Where the cost of foreign property to the RRSP trust exceeds 10 
per cent of the cost of all property held by the trust at the 
end of any month, a penalty tax of one per cent per month on 
the excess is imposed. (33) 


The Retirement Income 


All amounts withdrawn in any manner from RRSPs are subject to 
tax. However, the tax treatment varies widely depending upon the form 
and timing of the receipt and the situation of the recipient. It is 
contemplated under section 146 that no benefits will be received from 
an RRSP prior to maturity, which must be after the annuitant's 60th 
birthday and prior to the end of the year in which the annuitant reaches 
age 71. The RRSP will then be used in one of three ways: (34) 


1. To purchase an annuity for the life of the annuitant or for 
the joint lives of the annuitant and his or her spouse with a 
guaranteed term of up to 15 years in either case. 


2. To purchase an annuity with a fixed term equal to 90 minus the 
age of the annuitant at maturity; or where the annuitant's 
Spouse 1s younger than the annuitant, 90 minus the age of the 
Spouse at the time the annuity is purchased. 


3. To create a Registered Retirement Income Fund.(35) A Regis- 
tered Retirement Income Fund (RRIF) is a contract between an 
individual and an insurance company, trust company, or mutual 
fund (a "carrier") under which the carrier agrees to hold 
property from the RRSP on behalf of the individual and pay 
to the! individualza-pontion.of the value ofethefundicatethe 
beginning of the year equal to one over 90 minus the age of the 
individual in a whole years or, where the individual's spouse 
is younger than the individual, one over 90 minus the age of 
the spouse. The proportion of the fund paid out will increase 
from year to year until the year the individual or spouse 
reaches age 90 when the balance in the fund will be paid out. 
Assuming normal rates of return, the amounts paid out in the 
earlier years will be less than the income from the fund. 


Section 146 does not prevent an individual from withdrawing funds 
from an RRSP prior to maturity. When such a withdrawal takes place, the 
amount in question is included in the taxpayer's income in the year of 
receipt. (36) 


Where the annuitant dies prior to maturity, an amount will become 
payable as provided in the plan to the estate or the beneficiary named 
under the plan. This amount will be included in the income of the 
annuitant immediately prior to death(37) except where his or her spouse 
is entitled to the amount in question. In that case it will be included 
in the spouse's income, and the spouse will be entitled to tax relief 
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through the purchase of an income-averaging annuity(38) or the contri- 
bution of the entire amount to his or her own RRSP.(39) Where the 
beneficiary is a dependent child or grandchild, an amount up to $5,000 
times 26 minus that person's age in full years may be excluded from the 
income of the deceased in the year of death and used to purchase an 
income-averaging annuity. If the child or grandchild is dependent 
by reason of mental or physical infirmity, no limit is placed on the 
amount qualifying for forward averaging through the purchase of an 
income-averaging annuity. (40) 


Where the annuitant dies subsequent to the maturity of the plan, 
and a person other than the annuitant's spouse becomes entitled to 
receive an amount from the RRSP or from a Registered Retirement Income 
Fund, the value of the amount the person becomes entitled to receive is 
included in the annuitant's income immediately prior to his or her 
death.(41) In order to be registered, an RRSP must provide for the 
commutation of any annuity which would become payable to a person other 
than the spouse of the annuitant.(42) It is this commuted value which 
will be included in the income of the annuitant immediately prior to 
his death. In the case of a Registered Retirement Income Fund, the 
balance standing to the credit of the annuitant at the time of death 
will be included in his or her income.(43) Where the beneficiary of 
the annuity payments or the Registered Retirement Income Fund is the 
annuitant's spouse, the annual payments will continue and are taxed 
in the hands of the recipient in the year of receipt.(44) Where a 
dependent child or grandchild is a beneficiary, an amount up to $5,000 
times 26 minus that person's age may be excluded from the income of the 
deceased in the year of death and used to purchase an income-averaging 
annuity. If the child or grandchild is dependent by reason of mental or 
physical infirmity, no limit is placed on the amount qualifying for 
forward averaging through the purchase of an income-averaging annuity. 
(45) 


Prior to 1977, amounts received by a beneficiary on the death of 
an annuitant under an RRSP were taxed in the hands of the recipient 
regardless of relationship to the annuitant. The requirement that 
amounts be taxed in the hands of the annuitant in the year of death 
was introduced to prevent taxpayers from achieving unduly long tax 
deferrals or other estate planning objectives through the use of RRSPs. 
In effect, the government was re-emphasizing the primary purpose of 
RRSPs, aS a private pension vehicle to provide a retirement income for 
the annuitants and to provide for their dependents after retirement. 


Annuity payments under RRSPs and payments from Registered Re- 
tirement Income Funds represent qualifying income for the purposes of 
the $1,000 pension deduction when received by individuals aged 65 and 
over.(46) Annuity payments under RRSPs and payments from Registered 
Retirement Income Funds received by the spouse of a deceased annuitant 
qualify for the pension income deduction, whether or not the annuitant 
Or spouse have attained age 65. 
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DEFERRED PROFIT SHARING PLANS 


The favourable tax treatment accorded Deferred Profit Sharing 
Plans (DPSPs) under section 147 of the Income Tax Act recognizes that 
profit sharing as opposed to fixed contributions by an employer may in 
certain cases be an appropriate means of funding a retirement plan As 
a general rule, DPSPs appeal to smaller employers for whom it would not 
be appropriate to establish a pension plan, either because of the size 
and stability of the employer, the financial position of the employer 
or a variety of other reasons. Unlike registered pension plans, there 
are no rules prohibiting the use of DPSPs primarily for the benefit of 
Significant shareholders of an employer corporation. As a result, many 
"family" corporations establish DPSPs for the benefit of members of the 
family who are employed in the corporation. 


The tax advantages of DPSPs are substantially similar to those 
of RRSPs, except that it is the employer rather than the individual 
taxpayer who makes a contribution to the plan. Contributions by an 
employer within the limits set out in the Income Tax Act are deductible 
in the year in which they are made. Income earned from investment of 
plan funds accrues on a tax-free basis. Amounts received by employees 
from the plan are subject to tax in their hands in the year of receipt. 


Formal Requirements 


A DPSP is a "profit sharing plan" accepted by Revenue Canada for 
registration.(47) To qualify as a profit sharing plan, the plan must 
provide for employer contributions computed by reference to profits fron 
the employer's business or the profits from that business and those of a 
corporation with whom the employer does not deal at arm's length. This 
formulation enables an employer to take into account the profits of 
subsidiaries or other related corporations in determining the amount of 
the contribution. The contributions must be made to a trustee for the 
benefit of the employees. The plan may also provide for contributions 
by employees, although for most employees, (as explained below) there is 
no significant tax advantage to be gained by making a contribution to a 
DPSP. Profit sharing plans do not qualify for any significant tax 
relief unless registration is obtained as a DPSP. The requirements for 
registration are set out in the act: (48) 


1. Amounts contributed to the plan must be allocated by the 
trustee among the beneficiaries in the year in which they 
are received. Allocations must be made to the employees in 
respect of whom the contribution was made. 


2. The plan must not provide for loans to beneficiaries. 


3. Plan funds must not be invested in debt obligations of the 
employer or related corporations. 
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The plan must provide that the interest of a beneficiary under 
the plan is not capable of assignment. 


Each of the trustees under the plan must be resident in Canada. 


If a trust company does not act as trustee, there must be at 
least three individual trustees. 


The plan must provide that all income received, and all capital 
gains and losses realized by the trust during each year, are to 
be allocated to the beneficiaries under the plan within 90 days 
of the end of the year. 


Amounts allocated or re-allocated to a beneficiary must vest 
irrevocably in that beneficiary not later than five years from 
the end of the year of the allocation or the reallocation if 
the beneficiary is still employed by the employer at that time. 
Under this formulation, it is possible for a beneficiary to 
forfeit amounts allocated where employment ceases during the 
vesting period. Although amounts must vest within five years, 
it is not uncommon to provide for immediate vesting or vesting 
within a shorter period. (A reallocation arises where a 
beneficiary has forfeited his or her interest in the, plan 
and the amount in question is divided among the remaining 
beneficiaries). 


The plan must provide that a trustee under the plan inform in 
writing all new beneficiaries of their rights under the plan. 


The plan must provide that all amounts vested in a beneficiary 
become payable to the beneficiary or, in the event of death, to 
a beneficiary designated by him or her, or to the estate, not 
later than 90 days after the earliest of: 


a) the death of the employee; 


b) the day on which the employee ceases to be employed by the 
contributing employer; 


CG) Mp thetbeneticiraryicivisteorthday, 
d) the date of termination of the plan. 


However, the beneficiary may elect to receive his or her inter- 
est under the plan in annual or more frequent instalments over 
a period of up to 10 years, or to have the amount paid to an 
issuer of annuity contracts to purchase an annuity. Such an 
annuity must commence no later than the person's 7lst birthday 
and may not have a guaranteed term in excess of 15 years. 
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In addition to the formal requirements for registration set out in 
the Income Tax Act, the Department also requires that: (49) 


1. Where individual trustees are used, at least one of these indi- 


viduals must be independent of the operations of the employer 
and not a shareholder. 


2. All amounts allocated to a beneficiary must vest upon retire- 
ment by reason of age or disability regardless of whether five 
years has passed since the allocation was made. 


3. Amounts may not be divested upon dismissal for cause or because 
of union membership. 


4. The trustees must have sufficient authority to ensure the 


implementation of the plan and the payment of benefits to 
beneficiaries. 


5. Borrowing by the plan is only permitted on a short-term basis 
to facilitate the payment of benefits. 


6. Employee contributions, if any, must vest immediately in the 
contributor. 


7. The plan must provide for a minimum contribution in any year in 
which the employer has profits. 


Deductibility of Contribution 


Within the limits set out in the Income Tax Act, employers may 
deduct contributions made to DPSPs in a taxation year or within 120 days 
after the end of the taxation year. The contribution limit for each 
employee is the lesser of 20 per cent of the employee's salary or wages 
paid in the year by the employer or $3,500. Contributions made by the 
employer in the year to a registered pension plan on account of current 
service of the employee reduce the amount which may be deducted for 
contributions to a DPSP on behalf of that employee. (50) 


It is not possible for employees to make tax-deductible contribu- 
tions to DPSPs. However, where the plan provides, employees may con- 
tribute up to $5,500 per year to a DPSP on an after-tax basis. Penalties 
will be levied where contributions are made in excess of $5,500 per 
year.(51) For the most part, employees will not be interested in making 
contributions to DPSPs. However, an employee with excess cash might 
make a contribution to a DPSP to shelter from tax the income earned on 
the amount contributed. Because a DPSP trust is not subject to tax, the 
income from amounts contributed will accumulate on a tax-free basis. 
This income will be taxed when the funds are withdrawn from the DPSP, 
but the original contribution by the employee can be extracted tax-free. 
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The employer's contribution must be computed by reference to 
profits, and the plan must provide for a minimum contribution in any 
year in which the employer has profits. 


Investment of the Fund 


Provided that the DPSP fund is managed and invested in the manner 
required under the act, the income from the fund will not be subject to 
tax.(52) If the DPSP trust acquires a "non-qualified" investment or 
permits property of the trust to be used as security for a loan, it will 
become subject to tax under part X of the Income Tax Act. Qualified 
investments for the purposes of a DPSP are similar to those prescribed 
for RRSPs.(53) To qualify for registration, it must be specified in the 
plan that loans to members of the plan are prohibited. In addition, 
no part of the DPSP fund may be invested in debt obligations of the 
employer, corporations with whom the employer does not deal at arm's 
length, or corporations more than 50 per cent of the assets of which 
consist of obligations of the employer.(54) A tax is imposed under 
part XI of the Income Tax Act where the cost of foreign property to the 
DPSP is in excess of 10 per cent of the cost to it of all property held. 
Where a trust governed by a DPSP disposes of property to a taxpayer for 
a consideration less than the fair market of the property, or acquires 
property from a taxpayer for a consideration in excess of the fair 
market value of the property, the difference between the fair market 
value of the property and the consideration will be included in the 
income of the taxpayer. (55) 


Taxation of Benefits 


Amounts received by a member of a DPSP or a member's estate or ben- 
eficiary are subject to tax in the year of receipt. However, this will 
not be the case to the extent that the amounts in question represent a 
return to the member of his or her contributions to the plan.(56) ‘To be 
registered, a plan must provide that all amounts vested in a member 
become payable to the member or, in the event of death, to a beneficiary 
designated by the member or to his or her estate, not later than 90 days 
after the earliest of the death of the member, the day on which the 
member reaches age 71 and the day on which the plan is wound up. The 
employee may choose not to accept a lump-sum payment, but rather to be 
paid in equal instalments over a period of up to 10 years or to have the 
balance standing to his or her credit applied towards the purchase of an 
annuity commencing not later than the 7lst birthday with a guaranteed 
term not greater than 15 years.(57) Where either of these options 
is chosen, the member will be taxable only to the extent of amounts 
actually received each year. Where a lump-sum payment is chosen, 
the employee will be entitled to defer the taxation of the payment by 
contributing it to an RRSP(58) or to spread the taxation of the amount 
out over a number of years by the purchase of an income-averaging annu- 
ity.(59) Amounts received by a taxpayer under a DPSP, other than lump- 
sum payments, qualify for the $1,000 pension deduction when received by 
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a taxpayer who has attained age 65 or by a taxpayer under age 65 who 
receives the payments as a result of the death of his or her spouse. (60) 


RELATIVE ADVANTAGES OF RRSPs, DPSPs, AND RPPs 


The three income deferral plans are clearly designed to meet dif- 
ferent needs and thus appeal to different groups of taxpayers. The reg- 
istered pension plan is most relevant to employees of larger businesses 
whose employers, aS part of a contract of employment, are providing 
retirement benefits to the employees with or without the assistance 
of the employees in the form of contributions. Where employees are 
entitled to make voluntary contributions, the plan may double as a 
Savings vehicle. However, the employee, for the most part, will not 
have access to those savings. Since the payment of the benefits to be 
provided under a pension plan will be in part contingent on the con- 
tinued existence and profitability of the employer, pension plans, other 
than those of the money-purchase variety, may not be appropriate in the 
case of smaller employers whose financial stability and permanency is in 
question. That difficulty is sometimes overcome by establishment of a 
multi-employer plan, in which solvency and continuity of benefit accrual 
do not depend on the fortunes of a single firm. 


Unlike pension plans, RRSPs are available to both the employed and 
the self-employed. Since the RRSP is funded entirely by the beneficiary 
and the funds in the plan are freely accessible to the contributor, it 
is, aS we have seen, primarily of use to higher-income individuals. As 
a result, RRSPs are unlikely to be of interest to younger taxpayers, 
with limited savings and with pressing financial commitments such as 
residential mortgages. However, for many taxpayers, both employees 
and self-employed, the RRSP represents the only opportunity to create 
a retirement fund on a tax-sheltered basis. In addition in Ontario 
nearly 40 per cent of those contributing to an RRSP also contribute to a 
pension plan.(61) 


DPSPs will appeal to many of the same taxpayers as RRSPs, except 
that DPSPs are not available to most of the self-employed. For example, 
professional taxpayers carrying on business in partnership will not 
be able to take advantage of DPSPs. DPSPs are generally used by the 
shareholders and key employees of closely-held corporations to provide a 
retirement fund. An employee cannot rely on a DPSP to provide a reli- 
able pension income, since the employer has no obligation to contribute 
any fixed amount to the plan. DPSPs are often used as part of a bonus 
in incentive programs. The effect of the vesting provisions may be to 
discourage employees from leaving the company. 


Although the three plans tend to appeal to different groups, there 
is, in practice, a considerable amount of overlapping. For example, 
members of pension plans may wish to supplement their retirement income 
by making contributions to RRSPs, or members of pension plans may choose 
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not to make voluntary contributions to them, but rather to contribute to 
RRSPs. In some companies, employees may decline to join a pension plan 
if they can obtain additional remuneration to contribute to an RRSP. 
Group RRSPs have begun to develop as an alternative to pension plans. 
Legally, a group RRSP is simply a collection of individual plans, and 
the position of the taxpayer is no different than it would be if he or 
She had an individual plan. From a practical standpoint, however, the 
Situation is somewhat different, since the taxpayer's contribution is 
made directly by the employer, and the funds thus contributed by all 
employees are administered on a group basis. Similarly, DPSPs or a 
combination of DPSPs and RRSPs may in certain companies be regarded as 
an alternative to pension plans. Although many non-tax features will 
come into play in determining the choice of plan, the provisions of 
income tax legislation with respect to the three plans will certainly be 
a major factor in the decision. In comparing the tax treatment of 
the three plans, we will deal in turn with the requirements of the 
legislation relating to contributions, the management of the resulting 
fund, and the payment of benefits from the plans. 


Contributions 


Tax legislation seems to start from the premise that the registered 
pension plan is the basic pension vehicle, with RRSPs and DPSPs repre- 
senting alternatives or supplementary vehicles. Contributions to RRSPs 
and DPSPs are reduced by contributions made to pension plans. Where the 
taxpayer's employer makes contributions on his or her account to a 
pension plan, the maximum which can be contributed to any combination of 
the three plans is $7,000 per year; contributions by the employer to a 
pension plan are limited to $3,500; contributions to a DPSP are limited 
to $3,500 less any contribution made by the employer to the pension 
plan; contributions by the employee to a pension plan are limited to 
$3,500 and contributions by the employee to an RRSP are limited to 
$3,500 less any amount contributed by the employee to the pension plan. 
If the taxpayer is not a member of a pension plan, the maximum which can 
be contributed to a combination of DPSPs and RRSPs will be 29,00 Oy esehait 
is, $5,500 by the employee to an RRSP and $3,500 by the employer to a 
DESP. 


It should be noted that a member of a non-contributory pension 
plan may contribute up to $3,500, whereas a member of a contributory 
plan deducts the amount of his or her contributions. Theoretically 
therefore, both members may obtain the same pension benefit from the 
pension plan, but the member of the non-contributory plan has a greater 
Opportunity to save for retirement. In the case of pension plans 
(except money-purchase plans) there is also the possibibitystthatethne 
employer or employee or both can make a contribution to the plan on 
account of past service. Where the employee is entitled to make such a 
contribution, the maximum amount which can be contributed to income 
deferral plans will be increased by $3,500 to S10; 500 rsNomspeciitac 
limit is placed on the amount which can be contributed by an employer on 
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account of past service. However, the amount in question must be certi- 
fied by an actuary as being required to fund the obligations of the plan 
to the employee. In the case of pension plans, no restriction is placed 
on the maximum contribution in terms of a percentage of remuneration as 
is the case with RRSPs and DPSPs, where the contribution may not exceed 
20 per cent of salary or wages (DPSPs) or earned incame (RRSPs). 


The Commission does not recommend any change in the maximum con- 
tribution limits for pension plans, RRSPs, or DPSPs. However, it sees 
no reason why the 20 per cent limitation should be applied to RRSPs and 
DPSPs, particularly since no past service contributions can be made 
to these plans. Furthermore, since saving for retirement increases 
with age in terms of the desire and ability to save, the 20 per cent 
limitation is unrealistic. If the 20 per cent limitation is removed, 
the inequity of being unable to make past service contributions will be 
alleviated. The Commission also recommends that money-purchase plans be 
permitted the same opportunities for past service contributions as other 
registered pension plans. 


There are certain differences with respect to the timing of contri- 
butions to the various plans. Employee contributions to pension plans 
must be made within the year, whereas contributions to RRSPs may be made 
within the year or the 60 days following the end of the year. Employer 
contributions to DPSPs and current service contributions to pension 
plans may be made within 120 days following the end of the year. 


RRSPs have one Significant advantage over pensions plans and 
DPSPs, in that contributions to an RRSP can be made to an RRSP of the 
spouse of the contributor. In this way, substantial tax savings can be 
realized through income splitting. For example, an individual, who made 
sufficient contributions during a lifetime to create an RRSP fund that 
would generate a life annuity of $20,000 per year commencing at age 65, 
would be taxed on the entire $20,000, subject of course to the relevant 
exemptions and deductions; but if one-half of the contributions were 
Made to a spousal RRSP, the $20,000 per year would be split equally 
between the spouses for income tax purposes. Given the effect of 
progressive tax rates and the fact that each spouse would be entitled to 
claim the $1,000 pension deduction, the tax saving at 1979 rates would 
be in the range of $1,000 per year. 


The Fund 

There are also considerable differences in the regulatory provi- 
sions relating to the funds created under RRSPs, DPSPs, and pension 
plans, such as investment of the fund, management of the fund, and 
access Of the beneficiary to the assets of the fund. The apparent goals 


of the legislation are similar in the case of all three plans: 


1. To ensure that the fund is managed competently. 
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2. To ensure that the fund is invested conservatively. 


3. To ensure that the fund is used to provide retirement income 
rather than to achieve other goals of the beneficiary, such as 
tax and estate planning objectives. 


However, the relative importance assigned to these goals varies accord- 
ing to plan type. The regulations relating to pension plans, while not 
set out in the statute itself, are clearly the most stringent. 


Revenue Canada has indicated in its information errculan(62)-thates 
pension plan must be designed to create a retirement income for the 
employee and must not be used as a savings vehicle. This principlewis 
strictly observed in the regulatory provisions. Employees have no 
access to amounts standing to their credit ina pension plan prior to 
retirement, except to the extent that amounts May be paid to employees 
when they leave the service of the employers on account of their own 
contributions to the plan and any interest thereon. Amounts vested in 
employees will remain "locked-in" to a pension plan with which the 
employees have no connection in the event of a change of employers. In 
the case of DPSPs, the employees have no right to require payment to 
them of amounts from the fund prior to retirement, except that all 
amounts vested in them become payable in the event that they cease to be 
employed by the contributing employers. Although it is contemplated 
in the Income Tax Act that an RRSP fund should be used to create a 
retirement income commencing at certain specified dates, taxpayers are 
free to withdraw amounts standing to their credit in an RRSP at any 
time, subject of course to the proviso that such amounts will be subject 
to tax in the year of withdrawal. 


In addition to restrictions on the accessibility of the various 
funds to the member, in the case of pension plans and DPSPs there is 
the possibility of forfeitures if the member ceases to be employed by 
the employer who set up the plan. The regulatory provisions under 
income tax legislation are silent on the question of vesting of pension 
benefits. However, under pension benefits legislation, to the extent 
that employer contributions are not vested in the employee, they may be 
forfeited on termination of employment. Similarly, a DPSP may provide 
for forfeiture of amounts which are not vested in an employee on termi- 
nation of employment; but rules relating to vesting are set out in 
the Income Tax Act. In the case of RRSPs, there is no possibility of 
forfeiture. 


The rules relating to all three types of plan are designed to 
ensure that the fund is segregated from the assets of the contributor 
and 1s managed in a competent manner. In the case of pension plans and 
DPSPs, considerable flexibility is provided in that the fund may be held 
and managed by three individual trustees. However, a pension plan 
funded through a trust must have a designated administrator, who may be 
a participating corporate employer. An RRSP fund must be held by a 
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financial institution; however, it is possible for the individual annui- 
tant to control the investment of the RRSP fund under a self- —managed 
plan. In addition, the annuitant is free at any time to transfer funds 
in an RRSP to a new plan if he or she is not satisfied with the return 
from the existing plan. 


Restrictions are placed on the investments which may be made by 
pension plans, DPSPs, and RRSPs. The restrictions relating to DPSPs 
and RRSPs which are set out in the Income Tax Act and regulations, are 
very Similar. Except where a pension plan is registered under one of 
the pension benefits acts, investments must conform to the requirements 
of the federal Pension Benefits Standards Act and regulations. As 
a result, in order to qualify as an investment for a pension plan, 
securities of a corporation may have to meet certain criteria (2. 9a, 
dividend record) which are not required for RRSP and DPSP investments. 
In the case of all three plan types, the fund is not subject to tax 
on its income. As a result, certain types of investments are more 
desirable than others. For example, equities will tend not to be as 
desirable an investment for a fund because the favourable tax treatment 
accorded capital gains and dividends are of no benefit to a tax-exempt 
fund. A budget proposal, defeated at the end of 1979, would have 
improved the tax position of RRSPs having capital gains. However, in 
pursuing an investment strategy, an administrator will always adopt the 
approach which will produce the highest rate of return regardless of 
income tax treatment. 


Income tax legislation is designed to prevent various uses of the 
tax-sheltered funds for taxpayers' short-term financial benefit. For 
example, asset transfers between the funds and beneficiaries must take 
place at fair market value, loans to the holder are forbidden, and 
benefits payable from the plans are not assignable. The provisions 
relating to all three types are similar in their general outlines. 
A significant concession exists in the case of pension plans, where 
mortgage loans can be made to beneficiaries provided a reasonable rate 
of interest is charged. 


Retirement Benefits 


Retirement benefits from pension plans must take the form of a life 
annuity. RRSPs and DPSPs provide considerably more flexibility in this 
regard. A beneficiary under a DPSP may elect on retirement to receive 
amounts payable in the form of a lump sum, equal instalments over a 
period of up to 10 years, or a life annuity with a guaranteed term not 
in excess Of 15 years. The range of options available on retirement to 
Owners Of RRSPs is even broader. The owner may elect to take a life 
annuity or an annuity with a fixed term to age 90, or to contribute the 
balance in the fund to a Registered Retirement Income Fund. The owner 
of an RRSP is always free to withdraw funds in the form of a lump sum. 
There is no substantial difference in requirements relating to the date 
a retirement income must commence under the three plans. No limits are 
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placed on the amount of retirement income which may be paid from RRSPs 
and DPSPs, whereas in the case of pension plans precise limitations 
are provided.(63) These limitations, which have not kept pace with 
inflation, often come into play where pensions are being provided for 
upper-income taxpayers. 


Conclusion 


Although it is difficult to make generalizations about the relative 
advantages of pension plans, DPSPs, and RRSPs, from a tax point of view 
it is clear that some of the restrictive features of pension plans make 
them less attractive than RRSPs or a combination of RRSPs and DPSPs, at 
least to more affluent employees. These employees would prefer to have 
the employer's contribution to a pension plan paid to them directly to 
enable them to make an RRSP contribution, to have it paid to a DPSP or a 
combination of these two approaches. The negative features of pension 
plans which give rise to this result are: 


1. In most cases, larger contributions can be made to a combi- 
nation of DPSPs and RRSPs than to pension plans. An RRSP 
contribution can be made to a spousal plan. 


2. Unvested employer contributions to a pension plan, and in 
some cases interest on.employee contributions, are forfeited 
on a change of employers. Forfeitures also occur in DPSPs, 
but Revenue Canada requires vesting that is somewhat more 
favourable to younger short-service employees than is required 
by pension plan legislation: five years after allocation or 
reallocation of the profit share, as opposed to age 45 and 10 
years' service for pension contributions. 


3. Vested employer and employee contributions are generally locked 
in to a pension plan with which the employee no longer has any 
connection in the event of a change of employers. 


4, RRSP contributions may be made to a variety of separate plans, 
and transfers of funds can be made to new plans as investment 
conditions change. Generally, the individual has some control 
Over investment of an RRSP fund. 


5S. The employee may control the timing of withdrawals from an RRSP 
fund, and has a greater choice as to the form and timing of 
withdrawals in the case of both RRSPs and DPSPs. 


RRSPs clearly permit greater flexibility and individual control 
than pension plans, and such flexibility is more acceptable in tax- 
sheltered schemes representing individual savings. More restrictions 
are built into pensions since employers contribute substantial funds and 
pension plans differ from individual savings plans. The Commission 
Supports the flexibility of RRSPs to encourage individual saving for 
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retirement. In its opinion, the restriction limiting the maximum 
contribution to 20 per cent of earned income should be relaxed. The 
maximum contributions should be dollar amounts only. This will enable 
those who may not be able to afford to make contributions to RRSPs in 
earlier years to make greater contributions in later years. This would 
benefit lower-income savers and provide a greater savings opportunity 
when concern for retirement is greater. To some extent this will com- 
pensate those relying on RRSPs for retirement income for the inability 
to make back contributions comparable to the past service options for 
pension plan members. 


The question arises to what extent retirement income arrangements 
should receive parallel tax treatment. At the present time, pension 
plans, RRSPs and DPSPs serve different purposes, and RRSPs operate in a 
distinctly different way, although all provide income in retirement. 
There is no need to have identical tax treatment if we assume that 
pension plans and savings plans may be legitimately distinguished. If, 
however, pensions assume all the attributes of deferred wages so that 
employer contributions are identified as the employee's earnings, an 
argument may more plausibly be made (and pressures will be exerted) to 
have the flexibility of savings plans applied to pension monies. Fur- 
thermore, if the mandatory plan recommended by the Commission is enacted 
and has matured, the original reasons for the rigidity of pension plans 
will not apply. For example, options other than the life annuity may be 
permitted at retirement, since government programs and PURS will ensure 
a sufficient income without a need for income supplements. For the 
present, however, no movement to parallelism is recommended, and the 
restrictions applying to pension plans should be maintained, except to 
accord with the Commission's other recommendations. 


It is desirable, however, that similar tax-sheltered vehicles 
receive similar treatment. Tax advantages should not favour one design 
of pension plan over another. For example, deductions by employer and 
employee for past service contributions should be permitted in money- 
purchase plans. 


As discussed in Chapter 8, a major drawback in pension plans is the 
lack of vehicles to afford a measure of portability. The Commission's 
recommended rights on termination of employment are essential if today's 
mobile workers are to obtain any benefit from pension plan membership. 
The Commission has recommended that upon termination, an employee in a 
contributory plan may elect to transfer one-half the accrued pension 
benefit to a PURS account, if the mandatory plan is adopted; to a spe- 
cial locked-in vehicle similar to an RRSP; or to a new plan if permitted 
by the subsequent employer. If the proposed mandatory plan is not 
implemented, it is still essential that the same rights be extended to 
terminating enployees - through the creation of a special locked-in 
vehicle for receiving and investing monies transferred from pension 
plans. It follows that both the transfer process and operation of the 
new investment vehicle must be given favourable income tax treatment; 
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that is, transfers should not attract tax, and investment earnings 
should be permitted to accumulate on a tax-free basis. Benefit pay- 
ments, as in all tax-deferral arrangements, would be brought into the 
income of beneficiaries when received. 


TAXATION OF RETIREMENT INCOME 


Benefits from pension plans, RRSPs, and DPSPs are generally taxable 
to the recipient as ordinary income. This is true of most forms of 
retirement income. Payments under the Canada Pension Plan and Old 
Age Security pensions are subject to tax, as are retiring allowances 
and death benefits.(64) However, for various public policy reasons, 
exceptions to this rule have developed: 


1. The guaranteed income supplement (GIS) is not subject to tax, 
although it is unlikely that anyone qualifying for this benefit 
would have a sufficiently high income to be subject to tax in 
any event. (65) 


2. Although death benefits are taxable, the term is defined in 
such a way as to exclude the lesser of $10,000 or the employ- 
ee's remuneration for the last year of employment.(66) Presume 
ably this provision was originally designed to give recognition 
to the weak financial position in which dependents are likely 
to find themselves after the death of a provider. Following 
this line of reasoning, one would assume that all death bene- 
fits should qualify under the exempting provision. However, 
the exempting provision applies only to amounts received upon 
the death of an employee in recognition of his or her service; 
this formulation excludes death benefits payable under the 
Canada Pension Plan. 


3. Payments under workmen's Compensation legislation are also 
exempt from tax. One reason for this exemption may be that 
disabled persons are less likely to be in a position to pay tax 
than healthy persons.(67) However, once again, this principle 
is not observed throughout the income tax legislation. Peri- 
Odic payments under a sickness or accident insurance plan, a 
disability insurance plan, or an income maintenance insurance 
plan are subject to tax except when the taxpayer has paid the 
premiums. (68) 


4, Courts have held that amounts paid to an employee upon termi- 
nation of employment are not subject to tax to the extent that 
they constitute "damages for wrongful dismissal."(69) Although 
the reasons given have not been entirely consistent, the courts 
as a general rule have distinguished between payments made in 
lieu of notice, which are taxable, and damages for wrongful 
dismissal, which are not taxable. In the federal budget of 
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November 16, 1978,(70) it was proposed that the Income Tax Act 
be amended to provide that payments made on termination of 
employment be included in income to the extent that they do not 
exceed 50 per cent of the employee's total remuneration for the 
12-month period prior to the date of temnination. It is likely 
that the tax department will concede that any excess over this 
amount is tax-free. Presumably the rationale here is that 
payments for up to six months' salary are simply compensation 
for income the employee loses while searching for another job, 
whereas amounts in excess of six months' salary are likely 
to represent compensation for permanent damage done to the 
employee's career, and as such should not be subject to tax. 
Legislation implementing the proposed change was passed in the 
Paliloor h197 9.071) 


The following forms of tax relief are provided to taxpayers receiv- 
ing pension income: 
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A deduction may be claimed for up to $1,000 of pension income 
received each year.(72) The forms of pension income which 
qualify for the deduction vary depending on the age of the 
taxpayer. For taxpayers under 65, with one exception, only 
payments from a pension plan qualify for the $1,000 deduction. 
The deduction is available in the case of other forms of an- 
nuity income received by a taxpayer under the age of 65 as a 
result of the death of the taxpayer's spouse. In the case of 
taxpayers over 65, annuities under RRSPs, payments out of 
Registered Retirement Income Funds, annuity payments under 
DPSPs, annual instalments under DPSPs, and the taxable element 
of ordinary annuities qualify for the $1,000 deduction. 
The $1,000 deduction cannot be claimed on account of Old Age 
Security pensions, Canada Pension Plan payments, retiring 
allowances, or death benefits. In the case of ordinary an- 
nuities, a taxpayer over the age of 65 may choose to treat 
the taxable element of the annuity as pension income for the 
purposes of the $1,000 pension deduction or as interest income 
for the purposes of the $1,000 interest deduction. 


A taxpayer who attains age 65 before the end of a taxation year 
is entitled to claim a special exemption, commonly known as the 
the age exemption.(73) Like the other personal exemption 
claims, this exemption is indexed to the cost of living; a 
deduction of $1,660 can be claimed in 1979. To the extent 
that the taxpayer does not require the deduction to reduce 
taxable income to nil, the portion of the deduction that is not 
required to reduce the taxpayer's taxable income to nil may be 
transferred to the taxpayer's spouse. 


As indicated in the discussion of pension plans, a deduction 
may be claimed for amounts included in income from a pension 
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plan where the amounts in question are contributed within the 
year or within 60 days of the end of the year to another pen- 
Sion: plan;,..anm RRSP (74)... ob, wlehinycertains 1imits,sanDPSP. (75) 
Similar relief is available in respect of amounts received 
from a DPSP(76) other than amounts received by way of a life 
annuity. In the case of RRSPs, a deduction may be claimed 
for amounts contributed to an RRSP on account of a refund 
of premiums received by the spouse of the annuitant.(77) A 
deduction is also available for amounts contributed to an RRSP 
Or pension plan from Canada Pension Plan payments, Old Age 
Security Act payments, and retiring allowances received by the 
taxpayer. (78) 


Forward averaging through the purchase of an income-averaging 
annuity is available in the case of the following amounts 
received by a taxpayer: (79) 


a) A single payment from a pension plan made upon the death, 
withdrawal or retirement from employment of an employee or 
former employee, upon the winding up of the fund or plan, 
or upon the amendment of the plan. 


b) An amount received by an employee upon retirement in rec- 
ognition of long service other than an amount paid from a 
pension plan. 


c) An amount paid pursuant to a DPSP upon the death, with- 
drawal or retirement from employment of an employee or 
former employee, to the extent that the amount is required 
to be included in the recipient's income for that year. 


d) An amount paid to an employee or former employee upon or 
after retirement in respect of loss of office or employment 
where the payment is made in the year of retirement or 
within one year after that year. 


e) An amount paid to an individual as a death benefit, where 
the amount in question is paid in the year of death or 
within one year after that year. 


g) Any amount included in computing an individual's income on 
account Of a refund of premiums under an RRSP upon the 
death of an annuitant. 


h) Amounts received upon termination of employment to the 
extent that they are required to be included in the income 


of the recipient. 


A taxpayer receiving these forms of income can claim as a 
deduction the amount used to purchase an income-averaging 
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annuity. Payments received under the annuity are then taxable 
in the year of receipt. In this manner, the taxpayer defers 
the payment of tax on the income in question and spreads the 
taxation of the income out over a number of years. Given the 
progressive rate structure of the income tax system, this 
effect will be beneficial where substantial amounts of income 
are involved. It is not possible to avoid tax on the entire 
amount of the income which qualifies for the purchase of an 
income-averaging annuity. An amount equal to one year's payment 
under the income-averaging annuity contract must be included 
in the taxpayer's income in the year he or she receives the 
income. 


5. Retired taxpayers qualify for various provincial tax credits, 
as discussed in Volume I, Chapter 5. For example, in Ontario, 
a pensioner tax credit of up to $110 was available in 1979. 
The pensioner tax credit was available to taxpayers who were 65 
years of age or older and resident in Ontario on December 31 of 
the year in question. In the case of married couples, both of 
whom are over 65 and living in the same principal residence, 
the credit could be claimed only by the spouse with the higher 
taxable income. If neither spouse had any taxable income, the 
credit had to be claimed by the spouse who was claiming the 
Ontario Property Tax Credit. The various Ontario tax credits 
were reduced by an amount equal to 2 per cent of the taxpayer's 
taxable income. (These credits were replaced for pensioners in 
1980 by a universal system of payments to those 65 and over). 


As we indicated in our discussion of pension plans, RRSPs and 
DPSPs, contributions to these plans within the limits set out in the 
Income Tax Act are deductible. The same approach has also been applied 
in the case of contributions to the Canada Pension Plan.(80) The 
principle appears to be accepted in our tax law that an individual 
should only be taxed on the portion of income which he or she sets 
aside for retirement when the individual actually receives that income, 
at least within the limits set out in the legislation. It has been 
Suggested by some that the deduction allowed for Canada Pension Plan 
benefits is unfair since it benefits upper-income taxpayers more than 
lower-income taxpayers. Although, that appears to be the case, it is 
only true because upper-income taxpayers pay tax at higher rates. The 
same argument could be made with respect to all deductions. 


Single and Married Taxpayers 


Although there is no bias in the income tax system in favour of 
married as opposed to single taxpayers, it is clear that the system is 
designed with the traditional Canadian family in mind. Significant 
relief is provided to households with one major breadwinner supporting 
dependents. 
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The most important relief available to married taxpayers is the 
married status exemption. In addition, married taxpayers are entitled 
to claim certain exemptions to which their spouses are entitled but do 
not require to reduce their taxable incomes to nil.(81) The Ontario 
Tax Credit was often larger in the case of married taxpayers in that 
one element of the credit was a factor equal to one per cent of the 
taxpayer's total personal exemption claims, which would have been larger 
in the case of a married taxpayer supporting a spouse. In addition, the 
Ontario Tax Credit was reduced by two per cent of taxable income, which 
was likely to be lower in the case of a taxpayer entitled to the married 
status exemption. 


When married taxpayers reach retirement age, the tax relief availa- 
ble to them becomes even more significant. The age exemption and the 
$1,000 pension deduction, which are available to taxpayers 65 and over, 
are among the exemptions which can be transferred from one spouse to 
another where the transferor spouse does not require the exemption to 
reduce his or her taxable income to nil. When taxpayers reach age 65, 
they begin to derive the benefits of income-splitting arising from 
contributions having been made by them to their spouse's RRSPs. Where a 
Significant portion of the couple's retirement income is derived from an 
RRSP, the tax savings which result from this form of income-splitting 
may be very substantial. 


A brief comparison of the tax position of a retired single taxpayer 
and a retired couple will illustrate the tax relief available to the 
married couple. Assume that two female taxpayers aged 66, one married 
and one single, each have a net income of $10,000 in 1979, exclusive of 
the Old Age Pension. Assume further that the husband of the married 
taxpayer is also 66 and has no income other than the Old Age Pension. 
Assume further that the Old Age Pension is $2,100 in 1979. Each taxpayer 
will be entitled to the personal exemption claim of $2,650, the age 
exemption of $1,660, the $1,000 pension deduction, and the $100 standard 
medical-charitable deduction. In addition, the married taxpayer will be 
entitled to claim her spouse's age exemption of $1,660 because he will 
not require it to reduce his taxable income to nil, and she will be able 
to claim approximately $660 on account of the married status exemption, 
as reduced by his income of $2,100 from the Old Age Pension. The 
Spouse will receive the Old Age Pension free of tax by virtue of his own 
individual personal exemption. The married couple is likely to pay some 
$600 less tax than the single individual. 


Many retired taxpayers who have very little income in addition to 
government pension plans will pay no tax at all and the tax system will 
obviously be neutral as between married and single taxpayers in this 
position. In these circumstances, the relative financial position 
of single and married taxpayers will depend entirely on the level of 
payments made by the various government bodies. 
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Protection Against Inflation 


The indexing of personal exemption claims and rate brackets to the 
Consumer Price Index began with the 1974 taxation year. The effect of 
indexing personal exemption claims is to limit the expansion of taxable 
incomes which would otherwise occur as incomes rise in response to 
inflation. The indexing of rate brackets prevents taxpayers from being 
pushed into higher brackets as their incomes increase with inflation. 


The effect of indexing has been dramatic. The basic personal 
exemption increased from $1,600 in 1973 to $2,650 in 1979; the married 
status exemption from $1,400 to $2,320; and the age exemption from 
$1,000 to $1,660. In 1979, a combined Federal and Ontario tax rate of 
36 per cent began to apply when taxable income reached $14,922. In 
1973, approximately the same rate of tax began to apply when taxable 
income reached $9,000. A rate of tax in excess of 50 per cent began to 
apply at a taxable income level of $24,000 in 1973, whereas in 1979 this 
level of tax began to apply when taxable income reached $39,792. The 
highest combined Federal-Ontario rate of tax (61.92 per cent in 1979) 
applied in 1979 when taxable income reached $99,480. In 1973, the top 
rate began to apply when taxable income reached $60,000. 


In the case of retired taxpayers whose incomes generally do not 
increase in response to inflation, indexing has a somewhat different 
effect. Their taxable incomes decline as personal exemption claims 
increase, and their taxable incomes are subjected to progressively lower 
rates of tax each year as rate brackets rise. 


A retired taxpayer over the age of 65 with a taxable income of 
$10,000 in 1973, whose spouse was also over 65 and had no income other 
than the Old Age Pension, would find in 1979 that the indexing of per- 
sonal exemption claims had reduced taxable income by at least $2,370. 
(82) In 1973, the last dollar of income would have been subject to tax 
at a combined Federal-Ontario rate of tax of approximately 35 per cent, 
whereas in 1979 the rate would be approximately 27 per cent. 


Although the effect of indexing has been significant in restraining 
the increase in taxable income and the rates of tax to which such income 
would otherwise be subject, many of the deductions provided for in the 
Income Tax Act are not subject to indexing. This is particularly true 
in the pension area. Although the age exemption is indexed, the $1,000 
deduction for pension income, which was introduced in the 1975 taxation 
year, 1S not. The same is true of the maximum limits for contributions 
to pension plans, RRSPs, and DPSPs. There has been no change in the 
amount of the $1,000 pension deduction since its inception. In the case 
of the limits for contributions to pension plans, RRSPs, and DPSPs, the 
government has taken the approach of increasing the maximum from time to 
time to take into account the effects of inflation. The latest such 
increase took place in 1976 when the maximum deduction which could 
be claimed annually was increased from $2,500 to $3,500 in the case 
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of contributions to DPSPs and pension plans, and to RRSPs where the 
contributor is a member of a pension plan. At the same time, the level 
was increased from $4,000 to $5,500 in the case of contributions to 
RRSPs where the contributor is not a member of a pension plan. If the 
same policy continues, one would expect the $1,000 pension deduction 
and the maximum deduction which may be claimed for contributions to 
the various plans to be increased in the future. If indexing had 
been applicable to the pension deduction, it would have increased to 
$1,410 in 1979. Contribution limits applicable to various plans, if 
indexed since they were last changed in 1976, would have increased by 
1979 to approximately $4,440 for contributors (including DPSP and RRSP 
contributors) who are pension plan members, and to about $6,970 for all 
other RRSP contributors. 


At the administrative level the Tax Department has devised a 
formula restricting the maximum benefits which may be provided under a 
pension plan.(83) This formula was introduced in 1964 and revised 
upward in 1976. The upward revision did not compensate for the rate of 
inflation during the period. Presumably this formula might also be 
indexed. 


Although private sector employers for the most part have not 
taken formal steps to index pension benefits to increases in the cost 
of living, some employers have taken steps on an "ad hoc" basis to 
increase pensions for retired employees to compensate for the effects of 
inflation. In some cases, increases are made within the framework 
of a registered pension plan. In that case the employer obtains the 
approval of Revenue Canada for the amendment. In other cases, employers 
have made payments directly to retired employees. Revenue Canada in 
Information Circular No. 72-13(R6) has indicated that a pension plan may 
provide for supplementary pension benefits in recognition of increases 
in the cost of living, provided that these benefits do not become pay- 
able before the later of the date on which the employee attains age 60 
and the date of retirement or termination of employment. Any such 
supplementary benefits must be warranted by increases in the Consumer 
Price Index. For employers umwilling to make long-term commitments to 
provide indexed pension benefits, Revenue Canada is prepared to permit 
amendments on an annual basis to provide for inflationary increases. 
For a variety of reasons, not least of which is the administrative 
burden involved, some employers have opted not to make annual amendments 
to the pension plan, but rather to make payments directly to retired 
employees to compensate them for the effects of inflation. In these 
circumstances, the question has arisen whether these voluntary payments 
to retired employees are deductible by the employer for income tax 
purposes. It could be argued that no deduction is available because the 
expense in question is not incurred for the purpose of gaining or pro- 
ducing income from a business. A substantial argument can be made that 
the expenditure is a legitimate business expenditure because the morale 
of current employees is likely to be adversely affected if pensions to 
retired employees are inadequate. In any event, Revenue Canada is 
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unlikely to deny a deduction in these circumstances. Where the payments 
are clearly voluntary and cannot be classified as a retiring allowance, 
they would appear to be tax-free to the recipient. 


Conclusion 


In the Commission's opinion, it is essential that the federal and 
provincial governments co-ordinate their policies affecting retirement 
income in order to achieve common goals. In particular, income tax 
policy should work in concert with provincial policy for retirement 
income. In arriving at its majority recommendation for using income tax 
credits to achieve a measure of inflation protection, the Commission 
has noted some areas where changes in the income tax system should be 
considered. 


The artificial demarcation at age 65, which creates two mutually 
exclusive categories - old and young - should be discarded. Or if any 
demarcation is made, it should be the time of actual retirement, above 
a minimum age such as age 60. The only basis for retaining an age 
exemption at all is an acceptance by society of enforced retirement at 
age 65 and presumably a reduced income by virtue of loss of the right to 
work. Since retirement can be at any age, a specified minimum age 
would be necessary to protect the income tax system and GIS against 
claims by those who chose to retire early on inadequate resources. 
The difficulties inherent in applying a retirement test have already 
been noted; therefore the Commission would prefer to see the complete 
abolition of age exemptions and instead exemptions or deductions based 
on need. 


If we consider the effect of the age exemption, we find that income 
tax is imposed on all income defined under the act on a progressive 
basis until age 65. Thus the age exemption comes into play to reduce 
the tax payable regardless of need. For example, in 1978 the single 
person in Ontario age 64 would pay $516.50 more tax than the single 
person age 65 having the same income ($8,360.00). A married couple in 
Ontario, both of whom are under 65, would pay $922.40 more tax than 
a married couple, both age 65 and having the same income ($12,410). 
In the Commission's opinion, such benefits are not needed and constitute 
an unnecessary subsidy. The Commission supports the principle of 
increasing the basic personal exemption in line with inflation, since 
this is applicable for all taxpayers and reflects the need to curb the 
position of the government as a winner from inflation when taxes are 
levied on nominal increases in money. The age exemption, however, is 
also indexed to inflation and affords a protection regardless of need. 
The inflation tax credit proposed by a majority of the Commission would 
Operate to assist those who need it and would satisfy that aspect of the 
age exemption. 
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The present deduction for pension income up to $1,000 should also 
be discarded. It is inequitable in that it benefits those who have 
arranged their affairs in such a way to have such pension income. Only 
about 50 per cent of the work-force has access to employment pension 
plans. Few taxpayers would have had the tax-paid dollars to purchase 
annuities prior to the advent of the RRSP. Even with an annuity from an 
RRSP, we find the anomalous situation that pension income is eligible 
for the pension deduction at any age, while income from an annuity 
purchased from an RRSP is not eligible for deduction while the taxpayer 
is under 65. The Commission endorses the principle of deduction for 
need and not because of the special status of either taxpayer or income. 
In our opinion the pension income deduction should be replaced by tax 
relief geared to need. The Ontario Tax Credit system, which operated 
to reduce the net credit as net income increases, was one method of 
achieving this goal. 


The Commission also recommends as a general principle that all 
types of income be included for determining the need which society, 
through its various government programs, undertakes to satisfy. We 
would therefore include the following as income for eligibility meas- 
urement for the GIS and any inflation tax credit or other inflation 
protection: workmen's compensation pensions; war veterans' pensions and 
allowances, including widow's benefits; foreign pensions; and any allow- 
ances out of which basic needs can be satisfied, other than payments 
having the nature of capital. 


It is not necessary in our view that these items also be included 
as income for tax purposes, since that might be unacceptable for tradi- 
tional taxation reasons. There is no need to insist on consistency. 
The inclusion of these items is for eligibility purposes and would also 
serve to provide the Ontario government with more accurate information 
on actual income received by those 65 and over for policy-making pur- 
poses. However, we incline to the view that all income, including GIS, 
should be subject to income tax so that various exclusions working 
together will not provide a free ride for some and tax to be paid for 
others. A special deduction for GIS payments where net income does 
not exceed a designated amount could be used to prevent those at low 
levels of income from being taxed when GIS is included in income for tax 
purposes. 


The Commission appreciates the complexity of the income tax system 
and the constant demands made for change to accommodate special inter- 
ests. However, since the system is already being used for social policy 
implementation, it is important that retirement income goals are not 
inadvertently defeated by the system. The Commission therefore wishes 
to draw attention through its recommendations to areas where retirement 
income goals are being affected and where consideration should be given 
to more equitable principles in the use of the system. 
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ROLE OF TAX LEGISLATION 


Income tax legislation provides various forms of tax relief with 
respect to the creation of a retirement fund and the taxation of pension 
income. Contributions to pension, RRSP and DPSP funds (within the 
limits set in the Income Tax Act) and contributions to the Canada Pen- 
Sion Plan are deductible for tax purposes. In effect, this defers the 
taxation of that portion of a taxpayer's income which is contributed to 
such a fund until the date of retirement. In addition, income from the 
various funds is not subject to tax. This permits a much more rapid 
accumulation than would occur if the funds in question were retained by 
the individual and the income from them taxed in his or her hands. 
Finally, tax relief is provided to retired taxpayers in the form of the 
$1,000 pension deduction and the age exemption. 


The main goal of provisions creating a deduction for contributions 
to the various funds and providing for the sheltering of the income of 
the funds is clearly to assist taxpayers to create a fund to finance 
their retirement income. In the case of the registered pension plan, 
Revenue Canada has indicated that "its primary purpose must be to 
provide pensions in the form of life annuities. It must not be a scheme 
for diversion of profits or an employee's savings fund with the right of 
withdrawal during coverage."(84) Certain provisions in the legislation 
relating to pension plans, RRSPs and DPSPs are designed to prevent the 
use of these plans by taxpayers or employers to achieve other aims. 


Non-Pension Uses of Tax Deferral Plans 


For the most part, pension plans, RRSPs and DPSPs have been used 
to achieve their main purpose - the creation of a fund to finance a 
retirement income. However, the following examples show other uses 
which have been made of these plans: 


1. Tax deferral: Taxpayers with substantial assets, who really do 
not require a separate fund to finance their retirement income, 
have used RRSPs to defer the payment of tax on a portion of 
their income. Presumably, the government does not object to 
this use of RRSPs since it tends to achieve a secondary goal of 
the legislation, the stimulation of savings. 


2. The retention of employees: Both pension plans and DPSPs, 
because of the delayed vesting which is allowed under the 
legislation, have been used to encourage employees to remain 
with their employers or to discourage employees from leaving. 


3. The creation of an investment fund: We are aware of at least 
one case where a group of taxpayers used the substantial bal- 
ances in their RRSPs to provide a portion of the funds required 
to finance the takeover of a small public corporation. Nor- 


83 


mally, the balance in any single RRSP would not be sufficiently 
large to permit the use of the fund in this manner. 


Corporate mergers and acquisitions: The CN pension fund 
waS a Major participant with Dome Petroleum Limited in the 
acquisition of Siebens Oil and Gas Limited. Other pension 
funds have also made investments in oil and gas properties. It 
may be that some corporations are able to achieve substantial 
tax savings because of the tax-exempt status of the pension 
fund. The assets controlled by a few of the largest pension 
funds in Canada are enormous; the question arises whether these 
funds will begin to pursue a more active role in the economy, 
and so may require further government regulation. 


Leaving Canada: With any income deferral plan, the deferral 
will be translated into an actual tax saving at any time the 
rate of tax to which the taxpayer is subject are lower at the 
time funds are withdrawn than they were when the taxpayer 
made contributions to the plan. If a taxpayer leaves Canada 
at the time of retirement, the effective tax saving may be 
substantial. 


A taxpayer who becomes a resident of the United States or most 
other countries with which Canada has a tax treaty will be able 
to withdraw funds from an RRSP in a lump sum at a tax cost of 
15 per cent. This is the level of tax which must be withheld 
from lump-sum pension-related payments under Canadian income 
tax law. When lump-sum withdrawals are made by residents of 
non-treaty countries, the withholding tax is 25 per cent. In 
most cases, where the appropriate procedure is followed, the 
lump sum will not be subject to tax in the country in which the 
taxpayer is resident. 


Under the Canada-United States treaty, a resident of the United 
States receiving a life annuity from Canada will not be subject 
to any form of Canadian tax on the annuity payments. As a 
result, a taxpayer who moves to the United States on retirement 
may withdraw funds from the RRSP free of Canadian tax by using 
plan funds to purchase a life annuity. The income element of 
each annuity payment would be subject to tax in the United 
States. The Canada-United States tax treaty is currently being 
renegotiated, and it is possible that this provision will be 
changed. 


Because a taxpayer can avoid tax on amounts received from a 
DPSP or registered pension plan by transferring them to an 
RRSP, taxpayers who retire outside Canada can obtain the same 
tax treatment for funds withdrawn from a DPSP or pension plan 
as is available for funds withdrawn from an RRSP. Git should 
be noted that the possibility and extent of withdrawal or 
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transfer from a pension plan depends on the terms of the plan 
and applicable pension legislation. ) 


The Commission is concerned about the effect on Canada's economy of 
a loss of capital encouraged through the tax system. Such a loss puts 
extra financial burdens on those remaining in Canada. The Commission 
urges consideration of these implications for tax treaties with other 
countries and in all situations where funds accumulated as a result of a 
Canadian tax-sheltered status may be diverted to other countries. 


Roll-overs 


If the main objective of favourable tax treatment is to be achieved, 
the extensive use of roll-overs among pension plans, RRSPs and DPSPs 
should be of concern to policy-makers. The coupling of withdrawal 
rights, roll-overs and the pension income deduction may encourage with- 
drawal from pension funds now and the destruction of future long-term 
benefits. For example, the younger employee who is not yet vested under 
a 45 and 10 rule may withdraw his own contributions and receive up 
to $1,000 of them tax-free. Leaving the money in the pension fund 
to secure contingent rights to employer contributions will not be an 
attractive alternative to cash. It would seem reasonable to limit 
the use of the pension deduction to ages at which payments from the 
pension plan are likely to be used for retirement income. A similar 
situation arises for those with early retirement rights when the pension 
deduction may be used to avoid tax rather than to exempt income from 
tax because it is needed as replacement income in retirement. Clearly 
a retirement test for eligibility for the pension deduction would be 
fraught with difficulty, but the use of an age minimum, such as 60 
years, would maintain the pension deduction as it must have been orig- 
inally contemplated, and also discourage the use of monies specifically 
set aside for pensions for short-run purposes. 


The roll-over provisions also operate to allow persons who have 
"retired" early, such as athletes, armed forces personnel, and public 
servants, whose plans are designed for payments to begin well before the 
usual retirement age range of 60 to 65, to pay pension income into an 
RRSP free of tax. This allows retirement income to accumulate and 
increase while the recipient pursues another work career. To .the 
extent additional income in retirement is being created, the tax shelter 
is reasonable. However, the RRSP should not be used as a device to 
shelter undue amounts of income. For example, retiring allowances 
may be rolled-over into an RRSP without attracting tax. There is no 
maximum on the amount of such retiring allowance, except that it must be 
a reasonable amount. The Commission is not aware of great numbers of 
persons taking advantage of such a roll-over or of any abuse therein, 
but urges authorities to monitor roll-over situations to prevent abuse. 
A limitation of a maximum percentage allowed to be rolled over in any 
year might be suitable. 
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However, it is clear that the government views the encouragement of 
Savings as an important policy objective in itself. In the budget 
Speech of May 25, 1976, the then Finance Minister, Donald Macdonald, 
commenting on tax deferral plans, indicated that "the government intro- 
duced these tax incentives to encourage Canadians to make provision for 
their retirement years and thus to to foster national savings." Surpris- 
ingly, discussions of the three plans in the 1950s and 1960s indicate 
that they were originally conceived partly as an "income spreading"(85) 
Or averaging device. This was particularly true in the case of RRSPs. 


The original contribution limit for pension plans appears to have 
been chosen arbitrarily. When RRSPs and DPSPs were introduced into the 
legislation, the contribution limits for these plans were defined in 
relation to the limits for contributions to pension plans. Increases in 
contribution limits for all three plans have taken place on an ad hoc 
basis in response to rising income levels and inflation. The limit for 
contributions to RRSPs by taxpayers who are not members of pension 
plans has traditionally been higher than the limit for those who are 
members of pension plans. This is in recognition of the fact that a 
taxpayer who is not a member of a pension plan is obliged to create 
a fund without the assistance of an employer, whereas a member of a 
pension plan presumably benefits from employer contributions. 


The $1,000 pension deduction appears to have been created in 
recognition of particular problems faced by retired taxpayers, such as 
the inadequacy of retirement incomes and the fixed nature of many forms 
of retirement income in an inflationary setting. A minimum age of 
eligibility for the pension deduction would be consistent with that 
purpose. 


Inflation Tax Credit 


Since World War II the income tax system has come to assume a 
much greater role in the economic relationship between the citizen 
and the state. Although income tax legislation is used to achieve a 
number of other public policy objectives, its basic role has been to 
collect contributions from the individual citizen to the public coffers. 
However, Since the introduction of the tax reform measures in 1972, some 
have suggested that the role of the Incame Tax Act should be expanded to 
provide for payments from the state to certain classes of citizen. The 
term "negative income tax" has been used to describe measures of this 
nature. 


For example, it has been suggested that a minimum "guaranteed 
annual income" be provided by way of such a negative income tax. Pro- 
ponents of this approach have generally raised the following arguments 
in its support: 


1. At present, direct transfer payments such as old-age security 
and family allowance payments are provided for the entire 
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population regardless of need. The income tax system, because 
of its capacity to determine an individual's income, could be 
used to provide benefits only to those in need of assistance. 


2. It would be much more efficient to create an integrated system 
which would provide for the payment of all public assistance 
benefits, including family allowance payments, old age security 
payments, guaranteed income supplements, unemployment insurance 
payments, and spouses' allowances. The income tax system is 
the ideal vehicle for such an integrated system because of the 
information which it collects from taxpayers. 


The negative income tax approach already appears in the Income Tax 
Act. For some time, the act has provided for various tax credits. 
Until recently, these tax credits did not give rise to actual payments 
to taxpayers; where the tax credit in question exceeded the tax payable 
by an individual, the difference was not refunded. However, four 
provinces have introduced tax credit systems which are "refundable" 
so that if the amount of the credit exceeds the tax payable by the 
individual, the difference is actually paid to him.(86) The refundable 
"child tax credit" announced by the Minister of Finance in the summer 
of 1978 was implemented immediately and began providing benefits to 
taxpayers with low and moderate incomes in the spring of 1979. 


A majority of the Commissioners recommend that an inflation tax 
credit be adopted as an answer to the inroads of inflation on fixed 
retirement income. It is proposed that this tax credit be a refundable 
tax credit and be dealt with as negative income tax under the Income Tax 
Act. The Commissioners favour this approach for two basic reasons: it 
can be applied to all or most sources of retirement income; and it can 
be controlled on a needs basis. Administrative problems are discussed 
in Chapter 10. The Commission is satisfied that these problems can be 
solved if the provinces, which are responsible for social assistance 
programs, and the federal government are prepared to work together for 
the integration of social transfer payments. 


RECOMMENDATIONS 


By allowing deductions for income tax purposes to both employers 
and employees in employment pension plans, the federal government is in 
a strong position to control and direct the development of employment 
pension plans. It is important therefore that decisions made for tax 
policy reasons be examined for their effect on pension benefit policy, 
which is primarily within the control and direction of the province. It 
is within the power of the Government of Ontario to negotiate with the 
federal government to ensure a suitable balance between the respective 
taxation and pension policy objectives. 
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The Commission therefore recommends that: 


The Government of Ontario should consider, with the federal government, 
common goals for retirement income provision through the interaction of 
federal tax policy and provincial social legislation. 


Since the main goal of providing tax-sheltered funds is to finance 
retirement income, steps should be taken to curtail existing tax incen- 
tives for cash withdrawal from employment pensions before vesting. 


Roll-overs of pension benefits and retiring allowances into RRSPs should 
be monitored to ensure that amounts in excess of reasonable retirement 
requirements are not thereby receiving tax shelter. 


The Government of Ontario should consider, with the federal govern- 
ment, against the background of tax treaty negotiations, the effect 
on Canada's capital markets and trade balance of situations in which 
tax-sheltered funds from retirement income vehicles may be diverted to 
other countries. 


The Government of Ontario should take steps to implement an inflation 
tax credit under the income tax system (one Commissioner dissenting) 
to afford some protection against loss of purchasing power through 
inflation, for all persons age 68 and over. 


Government Programs 


The Government of Ontario should seek amendment to the Income Tax Act 
(Canada) and make complementary amendments to the Income Tax Act (On- 
tario) and any other fiscal statutes, to base exemptions and deductions 
on a needs basis where these are now universal, and in particular to 
replace the present age exemptions and the present pension deduction by 
other forms of relief administered on a needs basis. 


If the pension income deduction is to be retained, a minimum age should 
be adopted to avoid encouraging early retirement. 


Income-tested tax exemptions and credits should take into account all 
income, in order to eliminate "double exemption." 
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Retirement Arrangements 


The 20 per cent limit on RRSP contributions should be removed, and 
maximum contributions should be expressed in dollar amounts only. 


Deductions by employers and employees for past service contributions to 
money-purchase plans should be permitted. 


The Government of Ontario should seek amendment to the Income Tax Act 
(Canada) and make complementary amendments to the Income Tax Act (On- 
tario) and any other fiscal statutes to create a new type of locked-in 
pension vehicle to which transfer of funds from employment pension plans 
can be effected. 
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NOTES 


Unless otherwise indicated, references are to the Income Tax Act, 
S.C. 1970-71-72, ce. 63 aS amended. 


(1) Information Circular No. 72-28R2 dated January 23, 1978, and 
No. 72-13R6 dated January 21, 1980. 
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(4) Information Circular No. 72-13R6. 

(5) Paragraph 8(1)(m). 

(6) Sub-section 8(8). 

(7) Paragraph 60(j). 

(8) Paragraph 60(k). 

(9) Sub-section 8(7). 


(10) Paragraph 20(1)(q) and Section 2700 of the Regulations under the 
Income Tax Act. 


(11) Paragraph 20(1)(r). 
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(13) Information Circular No. 72-13R6, paragraph 9(g). 
(14) Paragraph 20(1)(s). 

(15) Paragraph 56(1)(a). 

(16) Paragraph 60(j). 

(17) Paragraph 60(k). 

(18) Paragraph 61(2)(a). 

(19) Paragraph 110.2(3)(b). 

(20) Paragraph 146(1)(j). 


(21) Section 89 of Bill C-57 an act to revise the Bank Act, to amend 
the Quebec Savings Banks Act, to establish the Canadian Payments 
Association and to amend other acts in consequence thereof. 


(22) Section 146(2). 

(23) Sub-section 146(5). 
(24) Sub-section 146(5.1). 
(25) Paragraph 60(j). 

(26) Sub-section 204.1(1). 
(27) Paragraph 146(4)(a). 


(28) Paragraph 146(4)(b). 
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(29) Paragraph 146(9)(a). 
(30) Paragraph 146(9)(b). 
(31) Paragraph 146(10)(b). 


(32) Paragraph 146(10)(a)- The term "non-qualified investment" is 
defined in Paragraph 146(1)(e) as a property which is not a 
"qualified investment" which is in turn defined in 
Paragraph 146(1)(g). 


(33) “Section. 206. 


(34) As defined in Paragraph 146(1)(j) a "Retirement Savings Plan" must 
provide for the payment of a "retirement income" on maturity. The 
term "retirement income" is defined in Paragraph 146(1)(i.1). 


(35) Transfers from RRSPs to "Registered Retirement Income Funds" are 
provided for under Paragraph 146(16)(c). A detailed code relating 
to Registered Retirement Income Funds is set out in Section 
146.3. 


(36) Benefits as defined in Paragraph 146(1)(b) are included in income 
under sub-section 146(8). 


(37) Sub-section 146(8.8). 

(38) Paragraph 61(2)(d). 

(39) Paragraph 60(1). 

(40) Sub-section 146(1)(h) and sub-section 146(8.9). 

(41) Sub-section 146(8.8) and sub-section 146.3(6). 

(42) Paragraph 146(2)(c. 2). 

(43) Sub-section 146-3(6). 

(44) Sub-section 146(8) and sub-section 146.3(5). 

(45) Paragraph 146(1)(h) and sub-section 146(8.9). 

(46) Sub-paragraph 110.2(3)(a)(ii). 

(47) Paragraph 147(1)(a). 

(48) Sub-section 147(2). 

(49) Information Circular No. 77-1R2 dated May 20, 1980, Paragraph 6. 
(50) Subsection 147(8). 

(51) Sub-section 204.1(3). 

(32) “cub-section, 147 (7). 

(53) Qualified investments for a DPSP are set out in Paragraph 204(e). 
(54) Paragraphs 147(2)(c) and (d). 

(55) Sub-section 147(18). 
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(58) 
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(68) 
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(72) 
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(74) 
(75) 
(76) 
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Paragraph 147(2)(k). 

Paragraph 60(j). 

Sub-paragraph 61(2)(a)(iv). 
Paragraphs 110.2(3)(a) and (b). 


See H. Weitz, "Contributors and Contributions to Registered 
Retirement Savings Plans in Ontario," (in Volume VIII) Tables 12, 
13, and accompanying text. 


Information Circular No. 72-13R6, Paragraph 6(b). 
Information Circular No. 72-13R6, Paragraph 9(g). 
Paragraph 56(1)(a). 

Paragraph 110(1)(f). 

Section 248. 

Paragraph 81(1)(h). 

Paragraph 6(1)(f). 


For a discussion of the jurisprudence relating to damages for 
wrongful dismissal, see David Harris, Wrongful Dismissal (Toronto: 
Richard De Boo Limited, 1978), pp. 22-45. 


Paragraph 16 of the Notice of Ways and Means Motion to amend the 
Income Tax Act. 
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Section, 110.2. 

Paragrapn, 109:(1)) (hh). 

Paragraph 60(j). 

Paragraph 60(k). 

Paragraphs 60(j) and (k). 

Paragraph 60(1). 

Paragraph 60(j). 

Paragrapiis +6 @2)'(a)t,. hb), (Cy) rand 9d) 
Paragraph 8(1)(1). 


The age exemption, the $1,000 deduction for investment income, the 
$1,000 deduction for pension income and the deduction for blind 
persons and persons confined to bed or a wheelchair. 


The basic personal exemption has increased by $1,050, and the 
exemption has increased by $660. He will be entitled to claim his 
wife's age exemption as well as his own. The amount he will be 
entitled to claim on account of the married status exemption will 
also have increased. 
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(84) 


(85) 


(86) 


Information Circular No. 72-13R6, Paragraph 9(g). 
Ibid., Paragraph 6(b). 


A.K. Eaton, "Registered Retirement Savings Plans," Canadian Tax 
Jounnal 3 1957)2 op. -180. 


Alberta and British Columbia have a rental assistance tax credit, 
Manitoba has a property tax credit. Ontario has a property tax 
credit and a sales tax credit; in 1980 these were replaced for 
those 65 and over by a universal payment arrangement. Ontario 
also has a political contributions tax credit. 
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Chapter 15 


Retirement Age 


When discussing pensions and retirement income, it is necessary 
to consider the time of retirement. In the recent past, retirement 
has been tied to a chronological age, deemed by society to be age 65. 
It is the age when a person is no longer expected to work, government 
retirement income programs begin, and retirement might be forced. This 
last element of compulsion has turned the question of retirement age 
into the emotion-charged civil rights issue of mandatory retirement and 
age discrimination. The civil rights emphasis is perhaps peripheral to 
the entire question of the time of retirement and support in retirement 
but is at the centre of public debate. In conjunction with resistance 
to forced retirement is growing support for early retirement. This 
Chapter examines the question of retirement age as presented to the 
Commission. It also assesses the ramifications of postponed retirement 
and early retirement for pension planning. 


BACKGROUND 


Prior to 1978, there have been two major Canadian studies on 
retirement - the Department of Health and Welfare 1977 survey of 3,011 
persons age 55 and over, and an ongoing longitudinal study of aging and 
perceptions of retirement by the Ontario Ministry of Community and 
Social Services. (These are described by Dr. Kubat in the background 
papers.) In addition, the Commission's Consumer Survey and the 1979 
Study of American Attitudes toward Pensions and Retirement deal with 
retirement age. 


Age of Retirement 


Retirement tends to occur around age 65. The Health and Welfare 
Study showed that 60 per cent of 65-year-old-men, and 75 per cent of 
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women of the same age were retired.(l) Reasons given for retirement 
included compulsory retirement (29 per cent of men and 11 per cent of 
women) and poor health (34 per cent of men and 38 per cent of women). 


Income and health are two factors crucially important to the 
timing of retirement and the desire to retire. In addition, health 
and income are related - the higher the income the better the health, 
and vice versa.(2) The Health and Welfare Canada Study showed the 
following: 


Table 1 
Reasons Invoked by Retirees for Retiring, by Occupation, Canada, 1975 


SS ee eee eee 


Administrators, 
professional, White Blue Blue collar 
technicians collar collar (primary ) 
(Per cent) 
Men 
Compulsory 46.9 26.4 3005 Saal: 
Health 11.4 S0CS 3736 42.4 
Lay-off 37.6 4.8 10.2 220 
Other 33.4 36.0 TSs9 45.3 
Women 
Compulsory 24.9 LAS A 5.6 
Health 24.5 3838 41.9 
Lay-off Zk aa Thee 
Other Son, 37.4 42.0 


eee ee ee ee eee eee Te ne. eee ee Cee 
Source Health and Welfare Canada, Retirement in Canada, Volume I, 


Dee sor 


The Commission's Consumer Survey showed that 25.4 per cent of 
retired respondents had retired at age 65, and 29.2 per cent had retired 
between ages 61 and 64. Of retired respondents, 79.9 per cent had 
retired by age 65. The survey asked all active respondents when they 
plan to retire. Only 3.9 per cent plan to retire over age 65; 15.6 per 
cent at age 65; 15 per cent between ages 61 and 65; and 51.7 per cent 
before age 65. More than half of the retired respondents (56.2 per 
cent) were satisfied with the time of their retirement, while 19 per 
cent felt they should have retired later and 16.9 per cent thought 
they should have retired earlier. Our survey confirmed that reasons 
for retiring or continuing to work centred mainly around health and 
financial position. 


A recent U.S. study showed that the median age for retirement 
preferred by current workers was 60.2, or roughly the same as the actual 
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median age of retirement among retirees. It found that 26 per cent 
of employees preferred to retire at normal retirement age from their 
employment, 22 per cent before normal retirement age, and 5l per cent 
preferred to continue with some type of employment. (3) 


The Early Retirement Trend 


Participation in the Canadian labour force by men 65 and over 
has been declining over the last 25 years. In 1955, 31 per cent of 
males 65 and over were employed; by 1975, the number had decreased to 
16 per cent.(4) This trend is reinforced by the lower labour-force 
participation of men aged 55 to 64.(5) The Economic Council of Canada 
in its report, One in Three ("Council Report"), distinguishes between 
the long-term decline in the average age of retirement and the reasons 
for retiring before or after age 65. It concludes that long-run de- 
cline in labour force participation seems counter to the lengthening of 
life expectancy and probably reflects general factors such as rising 
income levels. The Council found that the likelihood of individuals 
retiring before age 65 increases with the level of retirement income. 
It also found the likelihood of retiring because of health reasons 
decreases with the level of retirement income and of retiring early is 
much greater for those with high retirement incomes than for those with 
low retirement incomes. 


The preference for early retirement is clear. In the Health 
and Welfare study, active men favoured retirement before age 65 (71 
per cent) or at age 65 (21 per cent), with only 9 per cent favouring 
retirement after age 65. Active women favoured retiring at or before 
age 60 (77 per cent). Most retired respondents were satisfied with 
their time of retirement. 


The trend towards earlier retirement is expected to continue for at 
least another decade, according to James Pesando, whose background 
paper, "Trends in Retirement Age and Implications for Pension Planning: 
An Economic Analysis" appears in Volume IX and will be cited later in 
this chapter. 


Retirement Age in Pension Plans 


Pension plans provide for a "normal retirement age" - the expected 
age most employees will retire and receive the normal unreduced pension. 
Plans may provide for a compulsory retirement date, which may be the 
same as the normal retirement age and may also provide for an early 
retirement date when an employee may retire on a reduced pension. 


The age of 65 has always been the most widely accepted normal 
retirement age under private pension plans.(6) In 1973.74 85.3 per 
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cent of all plans in Canada covering 74.4 per cent of total membership 
provided for normal retirement at age 65. More than 93 per cent of men 
and 85 per cent of women in the private sector were in plans that had a 
normal retirement age of 65, compared with 58 per cent and 60 per cent 


in the public sector. 


Nearly all plans (97 per cent) covering 96 per cent of total 
membership in Canada, exclusive of plans that limited early retirement 
to cases of disability, provided for early retirement on a reduced 
pension.(7) The most common condition for early retirement (38 per 
cent of plan members) was completion of a period of service and an 
attained age, such as age 55 and 10 years of service.(8) The pension 
was actuarially reduced for 41 per cent of the membership and a formula 
reduction was used for the remaining plan members. The most common 
formula was a reduction of 1/2 of one per cent per month by which early 
retirement preceded normal retirement age. 


In 1978 the age of 65 was the normal retirement age in Ontario for 
91 per cent of members in the private sector. In the public sector age 
65 was the normal retirement age for 51 per cent of members, and age 60 
for 22 per cent. 


Table 2 shows the incidence of early retirement provisions in pen- 
Sion plans. Few plan members are in plans without an early retirement 
provision. 


Table 2 
Early Retirement Provisions in Pension Plans by Sector, Ontario, 1978 


a ee ie a a a a rr a a a se dS etl eee 


Public sector Private sector 
Members Per cent Members Per cent 

Early retirement at 

Employee's option 239,845 Syl) 377,245 36.9 

Employer's option 49 ,363 7.6 22,236 Dak 

Mutual consent 337,015 520 53h Obs 52.1 

Other 19,778 3.0 46,710 4.5 
No provision 2,018 3 A214 4.1 
Total 648,014 100 1,020,883 100 


Source Statistics Canada, "Pension Plans in Ontario, 1978," 
unpublished. 


Table 3 shows the formulas used to provide an early retirement 
pension in Ontario. 
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Table 3 
Pension Payable on Early Retirement, Ontario, 1978 


Formula Members Per cent 


Actuarially reduced pension 708,689 43.7 
Accrued pension reduced by a 

per cent per month by which 

early retirement precedes 

normal retirement age 


0 - .24 1,083 ol 

329) —- 649 218,921 ESE 
pOUL— Fe #937332 TLS 

-/5 and over 2,042 ork 
sub-total 415,378 25710 
Other 499,313 30.8 
Total 1,623,380 100 


Source Statistics Canada, “Pension Plans in Ontario, 
1978," unpublished. 


The Legal Context 


Legal limitations relating to mandatory retirement or dismissal on 
grounds of age are found in Ontario human rights legislation, which 
prohibits discrimination on account of age between ages of 40 and 65. 
Thus an employer may discriminate because of age alone if the employee 
is age 65 or more. The origin of such legislation was the Ontario Age 
Discrimination Act which became effective on July 1, 1966.(9) This Act 
provided that an employer could not refuse to hire or continue to employ 
any person because of age, and age was defined as over 40 and less 
than 65 years. (In the Ontario public sector, the Public Service Act, 
R.S.O. 1970, c. 386 requires retirement at age 65, unless reappointed 
for a year at a time until the age of 70 in special circumstances.) 


The protection on account of age was incorporated into the Ontario 
Human Rights Code in 1972.(10) Thus age discrimination in employment 
practices is prohibited between ages 40 and 65. 


Legislation prohibiting discrimination in employment practices on 
account of age exists in British Columbia (ages 45-65),(11); Alberta 
(ages 45-65),(12); Manitoba,(13); New Brunswick (age 19 and over),(14); 
Prince Edward Island (ages 18-65),(15); Newfoundland (ages 19-65), (16); 
Nova Scotia (ages 40-65),(17); and Canada.(18) A private member's bill, 
"The Age of Retirement Act 1978," has been introduced in Ontario to 
ensure that no person shall be required to retire before reaching the 
age of 70 if the person is willing and capable of performing his or her 
job. This bill has not been enacted. 
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There are exemptions from the prohibition for bona fide occupa- 
tional qualifications and in certain pension plan and employee benefit 
matters. The prohibition in Ontario against discrimination on account 
of age does not apply to: 


a) the exclusion of an employee from participation in a pension 
plan where the plan requires a minimum age for access; 


b) a provision in a pension plan limiting the maximum age of an 
employee for access to a plan where the normal pensionable age 
is under 65 years; 


c) benefits differentiating on account of age if in accordance 
with the Pension Benefits Act; 


d) rate of contribution differentiating on account of age if they 
are voluntary additional contributions, in defined contribution 
plans and in defined benefit plans if in accordance with the 
Pension Benefits Act and determined on an actuarial basis. (19) 


Dramatic changes have occurred in the United States. Effective 
January 1, 1979, the U.S. legislation eliminates mandatory retirement at 
age 70 for federal government workers and raises the age of protection 
five years to age 70 in age discrimination legislation. The law exempts 
companies with fewer than 20 employees, permits age standards tied to 
certain jobs, such as air traffic controllers, and exempts those who 
would receive a pension of $27,000 or more annually, paid for by one 
employer. The law exempts tenured college and university professors 
until 1982 when the ceiling of 70 years will apply. It also exempts 
Situations governed by collective bargaining agreements until January 1, 
1980, or the expiry of the contract. There is no requirement that 
pension benefits continue to accrue to those who decide to continue to 
work. (20) 


Pension Plans and Mandatory Retirement 


A recent study by the Conference Board in Canada in a survey of 
222 employers with a total of 1.4 million employees found that the 
presence of a private pension plan was almost always associated with a 
policy of mandatory retirement. Of the 206 respondents with a pension 
plan, 198 (96 per cent) also had a mandatory retirement policy. Of 
these, 81 per cent of the pension plans had a clause which required 
employees to retire at a fixed age, usually 65. Although a mandatory 
retirement policy might be independent of the requirement of a pension 
plan, pensions and mandatory retirement were closely linked. (21) 


U.S. studies also show that the existence of compulsory retirement 


is closely related to participation in a pension plan. The incidence of 
compulsory retirement has increased with private pension coverage. (22) 


e)e) 


While there is declining labour force participation at older ages, 
the Commission has noted increasing support for the right to be able to 
continue to work after age 65. The Special Senate Committee on Retire- 
ment Age Policies in its 1979 report, Retirement Without Tears ("Senate 
Report"), found that mandatory retirement based on age involves an 
infringement of human rights, economic waste, and inisconceptions about 
the relevance of age. The Senate Report recommended the progressive 
abolition of mandatory retirement and a policy of flexible retirement. 


The Senate Committee recommended: 


1. that the progressive abolition of mandatory retirement based on 
age become a general policy 


a) by amendments to the rules governing public servants and 
employees of companies under the jurisdiction of the fed- 
eral government; 


b) by similar action with respect to provincial and municipal 
public servants; 


2. that the mandatory age of retirement be increased one year at a 
time for five years by amending pension plans or retirement 
rules or conventions and that at the end of five years the con- 
cept of mandatory retirement at a particular age be abandoned 
completely; 


3. that all human rights legislation be reviewed to eliminate any 
loopholes which permit age discrimination because of employee 
benefit and similar plans; 


4, that a policy of flexible retirement become the standard for 
both public and private enterprises; 


5. that amendments to both federal and provincial human rights 
legislation be sought at the earliest opportunity to minimize 
the possibility of discrimination based on age. 


The Ontario Human Rights Commission in its 1977 report recommended 
that: "age be a prohibited ground of discrimination in all sections of 
the Ontario Human Rights Code and that its definition be expanded to 
encompass all persons eighteen years of age and over." The Human Rights 
Commission felt that "pension plans could be pegged to age 65. People 
who wish to continue working beyond that age could make individual 
arrangements with their employers. Or the plans could be worked out 
that are not tied to an arbitrary retirement age."(23) 


Among the groups recommending the abolition of mandatory retirement 


to the Commission were: Canadian Union of Public Employees, Ontario 
Division (Brief 101), Ontario Advisory Council on Senior Citizens (Brief 
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154), Canadian Institute of Religion and Gerontology (Brief 174), On- 
tario Nurses Association (Brief 197), Ontario Welfare Council (Brief 
194),(24) Council on Aging (Brief 200), Housser & Company Limited (Brief 
211), Ontario Federation of Labour (Brief 221), Ontario Hydro (Brief 
299), and the Consumers Association of Canada (Brief 311). 


Among those in favour of retaining mandatory retirement, at least 
for the present, are: The Professional Institute of the Public Service 
of Canada (Brief 175), Actuate Financial Consultants Limited (Brief 
240), Ontario Professional Fire Fighters Association (Brief 266), and 
Imperial Oil Limited (Brief 289). The Canadian Life Insurance Associa- 
tion (Brief 1) was neutral, and the Canadian Pension Conference (Brief 
224) requested long-term implementation. 


In the Consumer Survey, 61 per cent of respondents in the labour 
force and 53 per cent of retired respondents supported amending the 
Human Rights Code to eliminate mandatory retirement at age 65; most of 
these (78 per cent of those in labour force and 83 per cent of retirees) 
not wishing any upper age limit. 


The Commission recognizes the existing pressures for a flexible 
retirement age and takes no position on the elimination of mandatory 
retirement as such. To assist legislators in making decisions about 
retirement age, we will present the implications of both early retire- 
ment and postponed retirement. 


THE IMPLICATIONS FOR PENSIONS 


Employment Pensions 


Issues affecting retirement age are compounded by the nature of 
defined benefit plans. As we have seen, defined benefit plans operate 
On group insurance principles to first promise and then guarantee a 
certain income for life at retirement. Thus the plan design involves an 
estimate of how long to accrue and fund the benefit and fixes a retire- 
ment age. In a defined contribution or money-purchase plan, one buys an 
annuity with the monies accumulated to the point of retirement. Flexi- 
bility in determining retirement age is easier in a defined contribution 
plan. 


Postponed Retirement 


The major effect on pension plans of postponed retirement would be 
in the area of pension design. Several matters have been brought to our 
attention involving the design of defined benefit plans. An age will 
have to be picked to which benefits accrue. In pension planning this 
is the normal retirement age, usually age 65. This need not change 
if there is an actuarial adjustment for early and late retirement. 
However, Revenue Canada does not allow a pension to be postponed after 
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age 71; nor does it permit benefits to accrue after age 71 or to be 
actuarially adjusted upwards for retirements after that age. These 
rules may require revision if later retirement becomes more prevalent 
and accrual of benefits is denied. 


Second, if there is no actuarial adjustment for postponed re- 
tirement, actuaries will be required to develop various retirement 
age assumptions. Pension costs would decrease without such actuarial 
adjustment because the employee is paying longer for the same pension. 
Professor Pesando states that if no actuarial increases in other forms 
of the compensation package were made, a strong deterrent to increased 
work after normal retirement age would be created, and the motivation 
for eliminating mandatory retirement would tend to be thwarted. (25) 


Third, in insured plans if there is no accrual past age 65 where 
units of pension have been bought at age 65 and one postpones retire- 
ment, some money may be required to be credited back. U.S. law does not 
require that pensions be actuarially increased, but it is now proposed 
to require defined benefit plans to credit, for purposes of benefit 
accrual, years of service which occur after normal retirement age. 


Fourth, if older workers are transferred to less taxing jobs or are 
encouraged to work part time, the final average earnings formula, based 
on, for example, the last five years' earnings, may have to be modified 
to formulas such as the best five of the last 10 years of service. 


Finally, a problem may arise with regard to discrimination among 
employees because of postponed retirement. If pension contributions are 
not required past age 65 and are required for those before age 65, to 
employ those over 65 may cost less. In the CPP, a person can defer the 
retirement pension to age 70 with the result that contributions may be 
made to obtain a higher pension. The United States is now considering 
changing the law to prohibit the exclusion from pension plans of em- 
ployees hired within five years of normal retirement age. 


Early Retirement 


Turning from postponed retirement to early retirement, the prin- 
Cipal effect on pensions is in the area of cost. Just as postponed 
retirement without actuarial adjustment decreases pension costs, early 
retirement without actuarial adjustment increases cost. First, the 
earlier people retire, the longer they will need retirement income. 
Second, the problem of inflation becomes greater because the purchasing 
power of a pension will be eroded in times of high inflation. The cost 
depends on the benefit formula in the pension plan and also on whether 
the cost is expressed as a single payment or as level payments over the 
working lifetime of the employees. 


If the pension payable on early retirement is the actuarial equiva- 
lent of the pension earned for service to retirement date, the cost of 
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early retirement is theoretically nil. In the following calculations we 
assume that the early retirement pension is derived from the benefit 
formula of the plan without actuarial or other adjustment. 


Table 4 compares the cost of early and late retirement, using a 
number of different interest rates and current mortality assumptions. 
The table uses a pension cost index of 100 at age 65 and compares with 
that cost index the cost of providing the same dollar amount of pension 
at other ages. The calculations ignore the possible existence of death 
benefits payable on death before or after retirement. 


Table 4 
Early and Late Retirement Factors - Cost of Fixed Pension Benefit 
(Relative to Retirement Age 65 = 100) 


Retirement Interest rate 
age 5 6 7 8 9 10 
(Number ) (Per cent) 
Males 50 S404 9 S906 73 «AS77947 F491.82 652.26'4'621 727 
55 24:5, 269259 ¢00NN 280; Fan 302037 4326768 6353714 
60 £5950 5emOSe07 2623 wel 182899121855 9207198405 
65 100::00..1.00.,00 ..100-00 «100.00, 100.00) 100.00 
70 5i7'.3h0 DO ies oe Oe 51.54 49.62 47.74 
Females 50 OTT COO oo oI Tole O2) AL e4d) 469.551.5205. 04 
55 Ze DO URL 29 st) G2 824) 00, 207.00 2 200700) SI2e56 
60 Tao 1 oe 54.07 160.52) 160670 l73.cl LoO.ua 
65 1007008) 100.00, “100200 100.00" “L00700" ~ 100% 00 
70 63.21 60.97 58.77 56.63 54.53 52.48 


Mortality: GA 71 
Formula: Day, f Dosages 
Source Laurence Coward 


Table 4 shows, for example, that using a 5 per cent interest 
assumption, a reduction in retirement age for males to 60 from 65 would 
add 59.85 per cent to pension costs. Similarly, an increase in retire- 
ment age to 70 from 65 would reduce the pension cost by 42.3 per cent 
using the same assumption. Note that Table 4 does not show the amount 
required at age 60 to buy a pension starting at age 60 as a percentage 
of the amount required at age 65 to buy a pension commencing at age 65. 
Table 4 shows the ratio of the amounts required at the same time to 
purchase pensions beginning at age 60 and 65. 


The cost figures quoted in Table 4 assume that the amount of 
pension in dollars provided at the different ages remains the same. 
Most private pension plans provide a defined unit of pension benefit for 
each year Of service. If the retirement age is reduced or increased, 
the members will have fewer or more years of service and therefore lower 
or higher dollar amounts of pension. For example, an entrant at age 30 
who retires at age 60 would have 30 years of pensionable service, but 
one who retires at age 65 would have 35 years. Thus the pension at age 
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60 would be 30/35ths of the pension at age 65. The ratio of 59.85 per 
cent mentioned above would be reduced to 37.01 per cent. Similarly, an 
increase in retirement age to 70 from 65 would reduce pension costs by 
34.1 per cent if allowance is made for length of service. 


The lump-sum costs of pension benefits are usually of less concern 
to the employer than the annual costs that must be paid while the em- 
ployee is working to finance his pension. Table 5 compares the rates of 
contribution required for various retirement ages with the assumption 
that the pension is a fixed amount for each year of service. This table 
shows, for example, that for a male whose service starts at age 30, 
using a 5 per cent interest assumption, the annual cost of providing a 
pension of 30 units at age 60 is 44.81 per cent higher than the annual 
cost of providing a pension of 35 units at age 65. For such a person, 
the cost of a pension of 40 units at age 70 is 36.47 per cent lower than 
the cost of a pension of 35 units at age 65. 


Table 5 is thus applicable to a simple type of flat benefit plan 
when the pension is strictly proportionate to length of service. When 
pensions are related to salary, the costs depend on the salary his- 
tory of the employees as well as the plan formula and the various plan 
updatings. 


Table 5 

Early and Late Retirement Factors - Annual Cost 
of Pension Benefits Proportionate to Service 
(Relative to Retirement Age 65 = 100) 


5 7 9 
(Per cent) 
Service starts at 20 
Retirement at 50 266.24 S17 362 3838513 
55 2015293 220 aS 260562 
60 146.49 155580 166.90 
65 100.00 100.00 100.00 
70 62.78 58.83 54.82 
Service starts at 30 
Retirement at 50 257.20 S01 546 SOL 6 
55 LOY S37 220.08 249.22 
60 144.81 153420 T6335. 
65 100.00 100.00 100.00 
70 63%i53 59.79 5592 
Service starts at 40 
Retirement at 50 247.12 202001 330558 
55 191.95 Ze 2 235 e08 
60 tae tS 150.00 156.74 
65 100.00 100.00 100.00 
70 64.49 61205 57.42 
Mortality: GA'7] 
Formula: [(R-E) xN,/N_-ND) J / [(65-E) xNec/(No-Nee ) ] 


Source Laurence Coward 
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The benefits provided by employment pension plans are generally 
linked in some way to the level of final average earnings while the 
employee is in active service. The linkage may be explicit in plans 
based on final average earnings; it may be implicit in plans based 
on career average earnings or flat dollar amounts since such plans 
are usually upgraded periodically to reflect current earnings levels. 
Assuming that inflation continues, if the retirement age is reduced 
Or increased, the earnings base used in the pension calculation will 
be lower or higher (respectively) than if no change had been made. 
Although this may initially appear to produce a reduction in cost if the 
retirement age is reduced, any such reduction is likely to be offset by 
the cost of any indexing provided to compensate for inflation after 
retirement (if the indexing begins with early retirement). Similar 
arguments can be made on the apparent decrease in cost if retirement age 
is increased. 


The current practice of many employers in the area of early retire- 
ment is to adopt or introduce into their pension plan different forms of 
"Subsidized" early retirement, for example, allowing plan members to 
retire early, with an immediate pension which has a greater actuarial 
cost than their accrued pension payable at normal retirement. The 
subsidy may take the form of smaller reductions in the accrued pension 
than would be actuarially necessary, or no reduction after a certain 
age, a certain period of service or a combination of age and service. 
In addition, some form of "bridging" benefit may be paid between early 
retirement and age 65 as a temporary replacement for government benefits 
which are not payable until then. 


These features have been introduced both as a result of union pres- 
sure and unilateral action by employers. Pension costs therefore have 
been increased, depending on the extent the subsidized early retirement 
provisions have been used. However, because of recent higher rates of 
inflation and the shortage of secondary part-time jobs which would 
be attractive to such early retirees, the use by employees of subsi- 
dized early retirement provisions has been lower than was originally 
anticipated. As a result of the lower utilization and the greater 
Opportunities provided to retire older non-productive workers early on a 
reasonable pension, most employers seem to have accepted the additional 
cost of subsidized early retirement without undue alarm. There is a 
risk that pension costs will be greatly increased at some future date 
when large numbers of employees elect to retire early. 


Professor Pesando found evidence that employees ultimately will 
bear a large portion of any increase in costs as a result of early re- 
tirement. He also noted other implications. First, the cross-subsidies 
implicit in defined benefit plans are likely to be accentuated as those 
who opt for early retirement earn a higher implicit rate of return on 
their pension contributions. Second, there will be increased pres- 
sure to lower the age of entitlement to government benefits which is 
discussed in the next section. Third, the availability of unreduced 
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benefits imposes an effective tax on the earnings of those eanployees who 
do not elect early retirement. A deterrent to the exercise of the early 
retirement option is fear about the effect of high inflation. 


Government Programs 


A most important issue relating to retirement age is the effect of 
early or postponed retirement on the design of government retirement in- 
come programs and benefits. At present, the age of 65 is the qualifying 
age for most retirement benefits, except the Spouse's Allowance program, 
which is paid at age 60 to spouses of Old Age Security pensioners. Age 
65 has developed as a notional age of retirement, whether or not it 
reflects individual preferences. Two broad questions arise. Should 
benefits commence at age 65 if one has postponed retirement and should 
benefits commence earlier if one has retired earlier? A truly flexible 
system would adjust both ways, but this may not be equitable. For 
example, all persons over 65 obtain free prescription drugs in Ontario. 
This is an age-related benefit that is provided whether one retires 
Or not. There would be an inequity if free drugs were given merely 
because one retires. Defining who is retired is not simple. One may 
be retired from one career and beginning another; one may be retired 
from a main occupation and yet continue with other employment; and 
housewives may never "retire." If retirement is the determining factor, 
a test would have to be developed to decide who is retired, for example, 
by limiting the amount of earnings one is permitted and in order to 
qualify for benefits. An earnings or retirement test is based on the 
philosophy that one group of workers ought not to subsidize another 
group of workers. It also ensures that benefits are paid when one 
withdraws fron the work-force. A 1974 survey of social insurance in 
more than 100 countries found that 80 per cent of the systems had some 
form of retirement test.(26) In the United States, the social security 
program provides for deductions from benefits payable before age 70 
if a recipient has earnings above a certain level. That provision is 
criticized, however, for taking into account earned income but not 
other forms of income.(27) To replace an earnings test with an income 
test would mean, of course, that the purpose of social security as a 
replacement of earnings from work would have to be redefined in terms of 
income maintenance, or welfare. 


In Canada, the retirement and earnings tests were removed in 
1975 for Canada Pension Plan benefits and in 1977 for Quebec Pension 
Plan benefits. There is a full discussion of the earnings test in the 
CPP in the Canada Pension Plan volume of this Report. In Canada, CPP 
benefits may be seen to be "earned" because they were contributed in 
the past and are payable whether a person works after age 65, rather 
than as "insurance" - where benefits are payable when the insured risk 
occurs, that is, the risk of not working. The Old Age Security pension 
is paid at age 65 regardless of earnings. Once the retirement pension 
is claimed, no further contributions are made to the CPP, even if one 
continues to work. A CPP contributor may continue to work and not claim 
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the pension, with the possible result of increasing the amount of the 
CPP retirement benefit. 


Professor Pesando has examined the alternatives of raising the age 
when one receives social security benefits and of introducing an income 
test for OAS and CPP benefits. He concludes that each of these serves 
aS a tax on those who continue to work after age 65 and would be a 
strong incentive not to remain in the labour force. On the other hand 
such measures would relieve the tax burden. He states that providing an 
actuarial increase to those postponing retirement would be costless and 
a clear signal of the government's intention to encourage work by those 
aged 65 and over. 


Except for the demand for an actuarial increase if one postpones 
receiving benefits and does not continue to make CPP contributions, 
postponed retirement does not pose any major problem to public programs. 
Greater pressures for change are likely to be exerted by demands for 
early retirement. There is a stronger argument for actuarially reducing 
the benefit and paying it before age 65 because such reduction will tend 
to serve those retiring because of ill health and will also assist a 
slightly younger spouse to obtain reduced benefits when the older spouse 
retires before age 65. Working will probably augment pension income in 
any event. 


At present, a worker who retires at age 62 must wait three years to 
obtain OAS and CPP benefits. There is no provision for paying CPP 
retirement benefits or OAS benefits before age 65. Some private pension 
plans provide "bridging supplements" or temporary pension payments to 
cover part or all of the amount to be payable from government sources at 
age 65. Unless the early retirement provisions in a private plans are 
"bridged," the decision to retire early is dictated by other individual 
factors, Such as health and income. As the Commission's sociologist 
found, people prefer an earlier to a later retirement if benefits are 
constant, but they also prefer a higher income even at the cost of 
delaying retirement. 


Although extended life expectancy is an argument in favour of 
increasing the age when retirement income from public programs becomes 
available, the trend to early retirement is pronounced. The public 
Supports early retirement, and in fact most people are retiring before 
age 65. Registered retirement savings programs provide that an annuity 
May commence as early as age 60. 


In his study for the Commission, Pesando has observed that the 
availability of social security at age 65 has provided an incentive to 
earlier retirement for those who might otherwise have worked beyond age 
65. He refers to studies which show that an increase in the value of 
social security entitlements encourages workers to retire at an earlier 
age. Thus, lowering the basic age of entitlement would encourage ear- 
lier retirement. 
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A second major reason for not lowering the basic age of entitlement 
is the obvious cost involved, because benefits are paid over a longer 
period. This cost might be reduced by income-testing OAS and perhaps 
CPP; but Pesando found that this would unambiguously discourage work 
beyond the basic age of entitlement. Such reduction in work translates 
into a lower tax base to which benefits are ultimately tied. 


If the basic age of entitlement is not lowered, the question arises 
whether Canada Pension Plan retirement benefits and Old Age Security 
pensions should be paid between age 60 and 65 on an actuarially reduced 
basis. Since some groups of workers have shortened life expectancies 
and some individuals have health problems, which may shorten life ex- 
pectancy, it appears equitable to permit the earlier take-up option. In 
addition, poor health is one of the chief reasons for early retirement. 
Furthermore, the costs would be the same iff there were an actuarial 
reduction. However, this provision would also be available to workers 
regardless of the reason for early retirement. This may not be as 
tempting as it first appears, because the basic retirement benefit of 
the CPP rises each year. For example, the worker who retires in 1981 
will have a higher initial starting pension than one who retired in 
1980. Because basic pension benefits are based on the YMPE, which is 
rising each year, the CPP operates like a final average earnings plan. 
As long as the salary on which the pension is based continues to rise, 
benefits increase by prolonging retirement up to the maximum permitted. 


The maximum initial monthly retirement pension for selected years 
is: 


1976 $154.86 
1977, 173.61 
1978 194.44 
179 218.06 
1980 244.44 


A person whose CPP pension commenced in 1976 would have received 
annual increments based on increases in the Consumer Price Index; buE, 
as explained in Chapter 10, YMPE escalation is based on average wages 
and so includes a productivity factor as well as an inflation factor. 
Each year retirement is postponed therefore gives the individual the 
advantage of another year's productivity improvement, reflected in a 
higher initial monthly pension. 


To postpone a CPP retirement pension also affords an opportunity 
for a worker, through further contributory earnings, to compensate for 
some previous periods of low or no earnings (i.e., periods not covered 
by the automatic 15 per cent "drop-out" provision). 


While an actuarial reduction would not theoretically cost the 


program more, there would be a profound impact on various other govern- 
ment programs. There would be pressure exerted to make available the 
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income-tested programs, such as GIS, as well as other benefits such as 
free OHIP coverage and free drugs. In addition, as Pesando pomnts out, 
lower OAS and CPP benefits would result in more persons qualifying for 
income-tested benefits. There would be a greater need for GIS and GAINS 
not only at early retirement if reduced OAS/CPP benefits were too low, 
but also in later years if the reduced benefits became insufficient to 
live on even with the present indexing formula. 


CONCLUSION 


There is no magic in age 65 for the beginning of retirement, but 
the date is a convenient social planning tool. Continued improvement 
in health and extended life expectancy may in the future make age 65 
seem an early notional age of retirement. However, age 65 has become 
acceptable as the age when society will guarantee a minimum level of 
income in retirement. Selecting an arbitrary age has proved more 
convenient than establishing an earnings or retirement test. Even if 
One wished to guarantee an income only upon actual retirement, an age 
would have to be selected which society would tolerate as proper. For 
instance, paying "retirement" benefits to someone aged 40 would hardly 
be acceptable. There is an age below which the decision to retire 
is generally seen as a matter of personal planning, and above which 
transfer payments are considered acceptable. This age has become 
65. Raising or lowering the retirement age will have many social and 
economic effects, and retirement income planning is one. The Commission 
therefore makes its recommendations having regard only to the provision 
of retirement income. 


We see no reason to change age 65 as the eligibility age for 
OAS, CPP, or other government benefits at this time. Furthermore, 
the Commission does not support the payment of retirement benefits 
before age 65. (In Chapter 6, we have recommended phasing out the 
spouse's allowance program.) The chief reasons for this position are 
the social and economic costs associated with early retirement. Costs 
will be greater because benefits are paid longer. Early retirement in 
employment plans means a shorter time for pension accruals so that 
pension levels may be lower. If this results, there will be greater 
demands on the government programs and a correspondingly lower tax base 
and work-force. Larger payments would also be required for indexing. 


As for providing an actuarial reduction or increase for early or 
postponed retirement in the CPP, the Commission does not agree there 
should be such a reduction or increase. Even though there were no 
cost increase as such, the impact on the income-tested programs would 
be great. Lower initial levels of benefits could lead to claims for 
income-tested benefits after some years in retirement, particularly 
in an inflationary environment. We have seen in Chapter 5 how an 
increasing number of older retirees are now applying for GIS for the 
first time. Many must have retired with what they thought was an 
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adequate income, only to become disillusioned in a few years by the 
rapid loss of buying power as a result of inflation. 


Although the Commission favours flexibility in the individual's 
choice of retirement age, the goal of flexibility must be balanced 
against the constraints of overriding social and economic policies. 
Thus the Commission supports flexibility in employment pensions, but not 
if government transfer payments are required at an earlier age. The 
Commission supports actuarial reductions at the employee's option for 
early retirement in defined benefit plans and other plans between the 
ages of 60 and 65. It is understood that there is no increased cost 
involved in such reduction. 


The question of mandatory retirement is not a pension issue as 
such, and the Commission makes no recommendation regarding it except 
that there should be no enrichment of the pension fund at the expense of 
an employee who defers commencement of a pension. If pensions are fully 
accrued at an age earlier than that of actual retirement, pensions must 
be actuarially increased. 


The Commission therefore recommends that: 


The Government of Ontario take no steps to lower the age of eligibility 
for pensions under federal or Ontario government programs from the 
existing age of 65. 


The Government of Ontario take no steps to lower the age of eligibility 
in either federal or Ontario government programs on an actuarially 
reduced basis. 


The Government of Ontario, in the absence of strong evidence of a need 
to encourage work-force participation beyond age 65, take no steps to 
provide actuarially increased benefits in either federal or Ontario 
government programs if taking of benefits is delayed past age 65, except 
to the extent it now exists in the Canada Pension Plan. 


The Pension Benefits Act be amended to create an option for every member 
of an employment pension plan to elect early retirement under the plan 
on an actuarially reduced basis at any time between age 60 and age 65 or 
the normal retirement age under the plan, whichever is the earlier. 
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The Pension Benefits Act be amended to create an option for every member 
of an employment pension plan who continues to work after normal retire- 
ment age under the plan to postpone taking of the pension beyond normal 
retirement age and to accrue an actuarial increase in the pension until 
retirement. 
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Chapter 16 


Women and the Provision of 
Retirement Income 


In other sections of this report the discussion has touched on 
statistical and other evidence that women, as a group, receive lower 
benefits than men from arrangements for the provision of retirement 
income. In this chapter, the Commission draws together the various 
observations and examines their implications for employment pension 
planning and pension legislation. 


Pension plans and other retirement arrangements are not inherently 
discriminatory against women. Rather, the design and operation of 
retirement arrangements today often combine to result in women's obtain- 
ing only minimal retirement income. Most women have lower earnings than 
men and therefore have less potential pension income. Women form the 
majority of single GIS recipients. However, all persons with low earn- 
ings receive less pension income, and many single men in retirement do 
not have an adequate retirement income. In most aspects, therefore, it 
is not so much that women receive unfair treatment compared to men, but 
rather that, as a whole, women are disadvantaged by existing retirement 
arrangements, as workers, homemakers, and widows. 


The greatly increased participation of women in the work-force 
points to a future in which the emphasis will be turned from women 
as dependents to women as workers. Pensions are designed to provide 
replacement of income for workers when they retire. Women as workers 
will earn retirement income in the form of pensions in their own right. 
The rate of change to thinking of women as workers and not as dependents 
will be governed by economics and the ability of the women's movement 
to maintain its momentum. There will perhaps be a long period of 
readjustment in which many women will continue in the life pattern 
applicable to today's elderly women, while others who are able to have a 
worklife of full employment may enjoy a reasonable level of income in 
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retirement. Women who work part-time or only after their child-rearing 
years will fall somewhere between the two extremes. It is important 
therefore to recognize the disparities among different groups of women 
so that future arrangements will allow for these disparities. For 
example, the Cofirentes Report recommended that survivor benefits under 
the QPP be for only a short term, in anticipation of re-entry to the 
work-force. This proposal acknowledges the woman as worker, but ignores 
the fact that many women, especially in the older age cohorts, are not 
yet able to enter easily into the work-force. 


The following discussion shows the present position of women both 
as dependents and as workers in relation to employment pension plans and 
government programs. It also repeats the Commission's recommendations 
to facilitate the shift in women's position in the future. In many 
instances the recommendations are reciprocal in their effect for men, 
Since women as workers may also have dependents who will, for example, 
benefit from survivor options. 


WOMEN AND EMPLOYMENT PENSTONS 


As we have seen, employment pensions have been designed for middle 
and upper-income full-time employees with long service, typically male, 
who provide for the support of a family. The stereotypes of women 
as economically dependent upon male breadwinners or as a secondary 
wage earner have an underlying assumption that women need not save 
for retirement and may rely upon the male breadwinner to do so. This 
assumption ignores the large numbers of working women who will remain 
Single or divorced or become widowed long before retirement age. Many 
women who accepted these assumptions earlier are now suffering from the 
inadequacies of present arrangements for surviving spouses. 


It is evident from many briefs to this Commission by organiza- 
tions involved in the pension industry, such as Canadian Institute of 
Actuaries, Canadian Life Insurance Association, Canadian Manufacturers' 
Association, and Trust Companies Association, that the position of women 
is not seen as an issue in future pension planning. When the matter is 
addressed, it is in terms of the dependent stereotype - that is, women 
are not considered as pension plan members, but only as survivors of 
plan members. As such, a common recommendation from the industry might 
urge an automatic joint-life provision in plans, but no discussion is 
found which relates the provisions of pension plans to women's need, 
desire, and ability to provide for their own financial SeCCuUvLty me ebUt 
While "women" might not be an issue for the pension Industruypsltl us 
clear from the more than 90 submissions from individual women and wom- 
en's organizations that pensions are indeed an issue for women. These 
submissions deal with the whole range of issues facing pension planners 
today - coverage, vesting and locking-in, portability, indexing, benefit 
calculation, and supplementary benefits. 
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Women in the Work-force 


The stereotype of women as dependents belies the phenomenal rise 
in the attachment of women, particularly married women, to the paid 
work-force. In the 1920s, only about three per cent of married women 
were in the work-force. Since that time the growth in the married 
segment has fundamentally altered the composition of the female labour 
force, to the point that since 1966, married women have constituted 
more than half of the female labour force. By 1978, 60.3 per cent of 
women in the labour force in Ontario were married, 29.9 per cent were 
Single, and 9.8 per cent were widowed or divorced. Today, of the total 
work-force, two workers in five are women, the proportion of women to 
men having doubled since 1941. 


Many hold that in times of economic downturn, women, particularly 
Married women, are drawn into the labour force to supplement family 
earnings; and when the economy improves, they retire to their home- 
making roles in the unpaid sector. Participation rates show that this 
is not necessarily so. Historical figures for female labour force 
participation rates show a steady climb regardless of the underlying 
economic performance. When participation rates are contrasted with 
year-over-year percentage increases in Gross National Product, Consumer 
Price Index, and wages, salaries and supplementary labour income, there 
is no correlation. Even in the age groups 25-34 where we might expect 
mothers to remain at home because of family responsibilities, the par- 
ticipation rate of women has climbed from 52.9 per cent in 1975 to 59 
per cent in 1978.(1) While the rates for married women are lower than 
those of single, widowed, or divorced women in the middle age ranges, 
they are sufficiently high to refute the assumption that married women 
are entirely dependent on the male "breadwinner." Between the ages of 
25 and 44, 63.6 per cent of women in Ontario work, compared to 47.7 per 
cent between 45 and 64.(2) Short-term economic rewards are not the sole 
motivation for entering the labour force. Women are working for a 
number of the same reasons that men do and are in the paid labour force 
to stay. In 1976, the Economic Council of Canada offered a number of 
reasons for the increasing participation rates of women: 


"..-While there has been a relative decline for some years in the 
kinds of physical jobs that are traditionally looked upon as a male 
preserve — farming, fishing, logging and mining - employment has 
expanded sharply in white-collar occupations...and in clerical, 
service and recreation jobs. Second, rising costs are encouraging 
employers to develop part-time work or short-term jobs that permit 
the employment of women who are prepared, at least for the moment, 
to accept fairly low remuneration in return for more flexible 
employment arrangements that meet the needs of their immediate 
family circumstances. But of probably even greater significance 
are the social and cultural developments that have altered women's 
perceptions of their role in society, which, coupled with more 
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effective birth-control methods, have led to reduced emphasis on 
child-bearing and to greater career orientation."(3) 


This participation of women is likely to continue. Dr. Kubat, 
sociologist to the Commission, in his background study on Canadian 
occupational structures (Volume IX) concludes that the composition of 
the labour force will tend towards an even distribution between the 
sexes with, however, some under-representation of women of child-bearing 
age (25 to 35). Labour force participation for women will stabilize at 
about 60 per cent during the child-bearing ages and will tend to be 
equally distributed by sex, economic conditions permitting, for the 
other working life age groups. 


Although more women are joining the work-force, they are less 
likely to be members of a pension plan. The Commission's coverage study 
prepared by Weitz (in Volume VIII) showed that 60 per cent of men and 40 
per. cent of women in the target population were members. If the figures 
for public sector coverage are removed, about 50 per cent of men and 
about 22 per cent of women working in the private sector are members of 
a pension plan. 


In addition, women's coverage patterns differ from men's. Male 
coverage increases steadily from ages 18 to 64. Female coverage falls 
off between ages 35 to 44, reflecting the effect of child-rearing, and 
employment on a part-time or short-service basis. There is a greater 
incidence of part-time work for women than men. The Weitz coverage 
Study showed that 13.7 per cent of women (2.5 per cent of men) employed 
in the public sector worked part-time, and 20.1 per cent of women (3.9 
per cent of men) employed in the private sector worked part-time. Most 
part-time workers are not eligible to join a pension plan. Lack of 
coverage arising from the exclusion of part-time workers from employment 
pension plans primarily affects female workers. 


When women are members of pension plans, they tend to be in lower- 
paid occupations than men, and therefore receive lower pensions at 
retirement. Sectors employing large numbers of women, such as sales and 
service occupations, are among the lowest paying sectors of the economy. 
Even in sectors considered typically female, men earn more than women in 
Similarly described positions, including office positions, restaurant 
and hotel positions.(4) The gap persists in higher earnings fields, 
such as college and university teaching.(5) A Department of Health and 
Welfare study showed that in 1975, employment pension and annuity income 
provided 14.1 per cent of all retirement income for single males aged 66 
and over, and 10.2 per cent for single females. 


Women are less likely to obtain a pension because of their greater 
job mobility. The Commission's consumer survey showed women are far 
more likely than men to leave the labour force after their first job. 
The survey also showed women left the labour force after one job, pri- 
marily to undertake homemaker and child-care activities and tend to keep 


118 


their jobs for shorter periods than men. As well, the ratio of women 
to men in the labour force decreases over time. We have seen that 
two patterns of work are essential to obtain full pension credits in 
the present pension design: employment by one employer for the whole 
worklife, and an unbroken period of work from commencement (between 18 
and 25) to age 65. Vesting rules typically require continuous service. 


Thus, although more women are in the work-force, they are now less 
likely than men to work for employers with pension plans and less likely 
to be eligible to join a pension plan. They are more likely to receive 
a lower pension, and less likely to obtain any pension at all. 


Part-time Workers 


As noted earlier, the exclusion of part-time workers from employ- 
ment pension plans primarily affects women workers. 


While part-time work has appeal for many married women with family 
responsibilities, less than 25 per cent of working women are in part- 
time employment.(6) However, the proportion of such part-time work in 
Ontario is growing - 21.9 per cent in 1975, 22.4 per cent in 1976, and 
23.6 per cent in 1977 and 1978. For those who do work part-time, it is 
often on a long-term if not permanent basis: 


"Approximately 28 per cent or 6,800 of the nurses represented by 
the Ontario Nurses' Association are part-time employees....The 
nature of nursing care demands a strong contingent of part-time 
nurses, and many long-service nurses serve an entire career as 
part-time employees working, for example, 3 days a week on a regu- 
lar basis."(7) 


Some employers, in large retail stores for example, have adopted 
a policy of including part-time workers in their pension plans on a 
pro rata basis. For someone who worked half-time, it would take twice 
as long to build credits; but for those working part-time on a regular 
basis, some access to the pension plan is thus obtained. Part of the 
coverage problem may be women's own responsibility. Where joining the 
pension plan is optional many women, especially part-time workers, are 
apt to refrain from joining. Realization of the benefits foregone 
by this choice and a change in thinking about the need for long-term 
retirement income planning should help reduce lack of coverage for this 
reason. 


Briefs to the Commission have recommended coverage of part-time 
workers. Enid Edwards (Brief 86) works four-fifths time at Fanshawe 
College in London and was refused access to the pension plan because she 
has a six-week break in her employment every summer. Mrs. B. Barnet 
(Brief 97) is employed at Ontario Hydro every morning and wishes to join 
the pension plan. The Ontario Federation of Labour (Brief 221) and 
others recommend that any employee working half the regular hours in a 
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year (1,000 hours) be eligible to join a pension plan. In addition, 
there may be classification problems in some unions. Mr. J. Hoaran 
(Brief 281) refers to a "permit man" being temporary help in the U.A. 
(Plumbers' Union). He states that funds were contributed by employers 
Over two years on projects, but the union had a seven-year requirement 
to obtain any benefit from the funds. The Trust Companies Association 
(Brief 361) submitted that voluntary savings may be more important 
for part-time workers. We have noted earlier, however, that in the 
Commission's opinion, RRSP coverage is only a partial solution to the 
coverage problem. 


With more and more married women working and with the growing 
incidence of part-time work, flexibility of retirement income design is 
required to accommodate the demands of child-rearing and other emerging 
patterns in the job market. Kubat observes that the present-day youth 
do not share the previous generation's attitudes towards work, and may 
cease working for a time when other support funds become available 
or may alternate periods of work, perhaps in combination with other 
household members. We are also aware of job-sharing proposals to answer 
some of the problems from the over-supply of teachers. Without some 
flexibility in pension design, such proposals will be rejected by most. 


The enactment of the Commission's mandatory plan (PURS) would make 
all employment pensionable and would provide complete portability. 
Generally the Commission finds that there should be an acknowledgment 
that a pension benefit is part of the job and compensation package where 
there is a durable relationship between employer and employee. The 
Commission supports the principle that permanent part-time employees 
should be covered by a pension plan. 


The Commission recommends that the Ontario Pension Benefits Act be 
amended to require extension of eligibility to all part-time employees 
where there is a durable employment relationship between employer and 
employee, on the same terms and conditions, pro tanto, as applicable to 
full-time employees. If, however, the PURS plan is adopted and covers 
part-time employees, a part-time employee should have the option of 
refusing to join the ietovers s plan, even if the plan is compulsory for 
full-time workers. 


In the Commission's opinion, a durable relationship can arise 
from part-time work with different characteristics. For example, 
part-time work of two days a week continuing for an indefinite period 
by the employment contract (sometimes called "permanent part-time") 
reflects a durable relationship which should be accompanied by pension 
eligibility at least on a pro rata basis, with the potential of earning 
some entitlement to employer contributions. A durable relationship 
may also arise from broken periods of full-time work, such as those 
resulting from seasonal work or (as in an example mentioned above) 
a break in employment during the summer months. Precisely how the 
term "durable" is to be defined will depend on whether the mandatory 


120 


plan is legislated. If PURS is adopted, it would automatically cover 
all part-time work; in that event it would be possible to entertain a 
somewhat narrower meaning of "durable relationship" for eligibility 
conditions in other employment pension plans. However, the principle 
that part-time workers have a right of access to employment-related 
pension benefits must not be overlooked when considering the feasibility 
of eligibility requirements. 


Survivor Benefits 


The provision of survivor benefits is made or advocated on the 
traditional assumption that, in marriage, the husband is the breadwinner 
and the wife is dependent. It is assumed that if a worker or pensioner 
dies and wages or pensions cease, the dependent will be without means to 
continue to live in the accustomed style. While there are striking 
changes in women's work patterns, many women today are in fact dependent 
upon their husbands' wages and pensions. 


The implications of this dependence are compounded by the longer 
life expectancy of women. In 1976, life expectancy at age 65 was 
13.7 years for men and 17.9 years for women. Furthermore, the gap in 
longevity between men and women continues to increase. In the future, 
women may expect longer periods of widowhood occurring at older ages. 


As we have seen from the earlier detailed discussion of survivor 
benefits, almost all members of plans in the public sector are covered 
by a spouse's pension for death before and after retirement. In the 
private sector in Ontario in 1978, 29.3 per cent of members were in 
plans with no benefit on death before retirement and 25.4 per cent were 
in plans with no benefit on death after retirement. About 30.3 per cent 
of members in the private sector (86.6 in public sector) were in plans 
providing a widow's pension on death before retirement, and 20.7 per 
cent (83.3 in public sector) were in plans providing a widow's pension 
on death after retirement. However, 45 per cent of private sector 
members had guaranteed terms of 5 to 10 years for pension payments. The 
guarantee approach has been criticized since the survivor who outlives 
the guaranteed term is not protected. In considering these data, it 
should be kept in mind that death benefits may be provided through group 
insurance and that the plans in the data include non-contributory plans. 


The area of survivor benefits shows the ambivalence in approaches 
between the notion of earned rights through employment and that of 
entitlement based on the assumed need of a dependent spouse. If based 
on earned entitlement, all employees should receive the death benefits 
provided. If based on need, the design may not be valid for the spouses 
of present and future women workers, although still valid for today's 
elderly. The Commission endorses the attitude that over time there 
should be a move away from the rationale of need because of marital 
dependency. Eventually survivor benefits might be phased out, except as 
an option. 
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However, today's elderly suffer as a result of inadequate survivor 
benefits. Not all surviving spouses have such benefits, and such 
pensions are often small. Survivor pensions typically provide 50 per 
cent of the accrued pension benefit, which itself may be minimal. Thus 
the existence of a widow's pension of 60 per cent (which the Commission 
favours) or 75 or even 100 per cent, is no assurance of an adequate 
level of survivor income. For those dying before retirement, except in 
the years close to retirement, the needs of a survivor may be better 
served by group life insurance. The Commission does not favour a 
mandatory joint and survivor option for employment plans in the event of 
death after retirement because other arrangements to provide income may 
have been made by the spouses, one spouse may be known to have a short- 
ened life expectancy and in light of the Commission's recommendations 
for a mandatory plan. 


The Commission therefore has recommended that certain minimum bene- 
fits be provided on death both before retirement and after retirement. 
The detailed discussion of these recommendations is to be found in 
Chapter ll (Volume II). These measures will primarily assist women who 
lose a spouse after retirement or in the years just prior to retirement. 


For the long term, the Commission favours an approach which would 
end discrimination on the basis of marital status in pension plans. 
This could be achieved by adopting the ERISA approach to elections, 
so that spouse's benefits are provided at equal cost to the employer 
for married, unmarried, divorced, and widowed employees. Benefits 
for spouses would then be provided as decided by the spouses. This 
approach is in step with the splitting of CPP credits on divorce, the 
increased female participation in the work-force, and the Cofirentes 
recommendation for short-term survivor benefits. However, the principle 
of need assumed from marital status is firmly entrenched in employment 
pension plans, particularly in the public sector, and will die hard. 
The Commission recommends that the government take no new steps to 
Support the assumed need principle in pension design. Where actual 
need exists, it is to be hoped that individual married couples will 
exercise available options to fill their particular needs. The dependent 
Spouse should have a right to share in the election. Pension designers 
should recognize the need for flexibility in the survivor provisions 
and monitor life patterns with a view to altering the position as new 
patterns of independence of spouses emerge in the future. 


Anti-Discrimination Legislation 


Prior to 1975, many pension plans provided different terms and 
benefits for male and female employees. Although equal opportunity 
legislation in Ontario was enacted in 1951, an exemption existed until 
1975 for discrimination on account of sex or marital status in any bona 
fide pension fund or plan. The Task Force on Employee Benefits under 
Part X of the Employment Standards Act studied equal treatment in its 
report of April, 1975. Most of its recommendations were enacted in 1975 
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by the Employment Standards Act so that there shall be no differen- 
tiation on account of sex or marital status in any fund or plan provided 
by an employer to employees under a condition of employment or in which 
an employee elects to participate. However, certain exemptions are 
permitted, and the prohibition does not apply to the following if the 
differentiation is determined upon an actuarial basis: 


1. monthly or periodic amounts provided under a money-purchase, 
profit sharing or composite pension plan; 


2. benefits provided under additional voluntary employee pay-all 
pension plans or under voluntary additional contribution 
features; 


3. the conversion of normal pension benefits under an option 
contained in a pension plan; 


4, the conversion of normal pension benefits because of the re- 
tirement of an employee before or after the normal retirement 
date; 


5. a differention in the rates of contribution of an employer to a 
pension plan in order to provide equal benefits under the plan; 


6. an increase in benefits payable to an employee because the 
employee has a dependent spouse; 


7. any benefits payable periodically to a surviving spouse of a 
deceased employee; 


8. a differentiation in the contribution rates of an employer to a 
defined benefit plan that provides an increase in benefits to 
an employee because of marital status where the contribution 
rates of the employer differentiate between employees because 
of marital status. 


As we have seen in Chapter 11, since the pension benefit takes the 
form of a lifetime payment, life expectancies are an essential element 
in calculating the cost of the benefit. With female life expectancy 
exceeding that of males by more than four years, payments to women on 
average continue longer, and therefore pensions for women cost more. 
This reasoning also applies to all life annuities whether purchased in 
satisfaction of pension benefits or RRSP benefits. 


The Task Force recognized the validity of the use of statistical 
averages and classifications of sex in determining the aggregate cost of 
a benefit for a group of employees. The Task Force distinguished defined 
cost and defined benefit. Defined benefit plans pay the same benefits 
to men and women, but contributions vary. In defined contribution or 
money-purchase plans, the contributions are equal for men and women, 
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but the benefits are not. While generally agreeing that the level of 
benefits should not vary by sex nor should the cost to the individual 
employee so vary, the Task Force made exceptions for money-purchase 
plans and features. 


The first four exceptions under the Employment Standards Act, 
set out above, permit the use of different mortality tables for men 
and women. This means that women receive less pension income than 
men in those cases. ‘The fifth permits differing employer contribution 
rates for men and women to provide an equal pension benefit. This is 
typically the case in defined benefit plans, which cover 92 per cent of 
all members of plans (Ontario, 1978). Thus it is legal to provide an 
equal benefit at an unequal cost in defined benefit plans and an unequal 
benefit at equal cost in money-purchase plans. 


Those opposing the unequal benefits and contributions recommend 
the use of a combined table of life expectancies called a "unisex" 
table. This does not deny that women live longer, but requires that 
the cost of a life annuity be based on a group of both sexes rather than 
a division into two groups by sex. The blending of two groups with 
different characteristics for rating purposes is not unknown. One 
example frequently cited results from the prohibition under U.S. law 
of different mortality tables for blacks and whites, although life 
expectancies for blacks and whites in the United States are known to be 
different. . 


In the United States, the Equal Employment Opportunity Commission 
issued a guideline in 1972, stating that benefit levels must be equal, 
regardless of greater cost with respect to one sex than another. The 
supreme™Court of e the United Statesmine City tof hoseAnge les Veamamte 
Manhart et al. found a contributory defined benefit plan to be dis- 
criminatory in requiring 15 per cent higher contributions for female 
employees than male employees. The court found that discrimination 
existed by applying the general characteristic of female longevity 
to individual female employees, who in reality may not outlive male 
employees. The court relied heavily on the fact that the benefit 
Or contribution differential was based on the life expectancy of the 
"average" man and "average" woman.(8) The court emphasized that in a 
population of 1,000 men and 1,000 women age 65, 84 per cent of the women 
would die in the same year as 84 per cent of the men. The court found 
this stereotyping on the basis of sex to be discriminatory. 


Although Ontario prohibits unequal contributions by employees in 
defined benefit plans, the increased cost is paid by employers so that 
the greater cost for women is less obvious. If pensions are deferred 
pay, such higher implied cost of pensions for women may be seen as 
contrary to the concept of equal pay and may also be a disincentive to 
the hiring of women. 
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Hirschland and Tewksbury in "Sex as a Factor in the Pricing and 
Underwriting of Employee Benefits" conclude that it is possible to 
calculate benefit amounts without differentiating the benefit by sex: 


"Benefit amounts need not be sex-linked. This point is espe- 
Cially pertinent in considering a defined contribution pension 
plan. Currently, when a male retires and receives a straight life 
annuity his periodic benefit will be determined by the year-to-year 
probabilities of his survival (derived from a male annuity table) 
and the accumulation of funds in his account. A woman similarly 
retiring will have her benefit calculated in the same manner except 
her 'life expectancy' is normally obtained by an age setback from 
the male annuity table. 


"If the actuary is not basing the benefit on sex, he (she) will 
simply find the benefit for a male and the benefit for a female and 
take a weighted average based upon the number of men and number of 
women choosing that option. For example, if there are 16 men and 
four women retiring at the same age with the same accumulation, 
which will fund a $120 monthly benefit for the expected life of 
each man and a $100 monthly benefit for the life of each woman, the 
monthly benefit will be $116 for each retiree, regardless of sex. 
(2) 


"In a defined benefit plan, this process is essentially reversed. 
The benefit amount is defined, and the sex and age of the partici- 
pants are then used to calculate the contributions. If the annuity 
form assumed in cost calculations is not used, the same weighted 
averaging process can be used so that the actuarial charge for each 
participant's benefit is now equal. 


Ppitaisifeastble, then, to provide an equal benefit for defined 
contribution plans and optional annuity forms for defined benefit 
plans by providing a 'weighted average' benefit. This is the 
underlying theory and result of current unisex mortality tables, 
Such as the UP-1984 Table. It should be noted, however, that if 
the percentages used for the benefit formula are not related to the 
sex distribution of the group, severe actuarial gains or losses are 
likely to occur."(10) 


The argument about the mathematics of providing equal benefits for 
women, whose life expectancy is greater than men's, could continue 
indefinitely without resolution. The real issue is whether government 
should intervene to correct what many people see as an intolerable 
position in terms of social justice. eloanivestared, iitwuls deposition 
that allows a woman to receive less monthly income in retirement than a 
man, where both of them have made equal contributions to an identical 
scheme over the same period. This view regards the essence of retire- 
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ment income to be in the monthly cash flow, and that "equality" in 
the treatment of men and women is in the receipt of identical monthly 
amounts. This view sees retirement income as filling the basic needs of 
the recipient regardless of his or her sex. We have seen in Chapter 8 
how the identical capital sum accrued over 15 years from equal contri- 
butions of 20 per cent of the 1979 Average Industrial Wage will provide 
a monthly payment of $795.00 to a man and $730.79 to a woman. The fact 
that over time, taking into account longer life expectancy of women, 
the same total payments may be made for a woman as for a man, is not 
accepted as a justification for the lower monthly amount. 


If the view of pension income as cash flow prevails, what can be 
done to ensure equality between men and women? Several alternatives 
have been put forward: 


1. use of unisex tables; 


2. use of actual mortality experience where the group is 
sufficiently large; 


3. equal benefits and unequal contributions; 
4. greater options to avoid the purchase of an annuity. 


1. ‘The unisex table approach is vigorously opposed by the insurance 
industry because it regards as essential the continuance of its 
practice of rating by sex characteristics. As discussed in Chapter 
11, the Commission recommends unanimously the adoption of unisex 
tables for determining the ultimate benefits under its proposed 
mandatory plan (PURS) because an equal benefit is essential for any 
plan which is imposed by legislation. An equal contribution by 
employers and employees is also important. (An Alberta Board of 
Inquiry concluded that insurance companies were discriminatory if 
premiums were different for life annuity contracts for men and 
women.) The rationale for implementing unisex tables rests on 
public policy grounds rather than on any technical argument. A 
majority of the Commissioners agreed that insurance principles 
should be disregarded and unisex tables used in determining annuity 
payments for all money-purchase plans and RRSPs. 


2. Quebec's Committee on Non-Discrimination in Employee Benefits was 
not prepared to find that discrimination occurs in money-purchase 
plans where pension amounts differ because of differing mortality 
rates for men and women. It did, however, consider that "the 
mortality tables used for large groups should reflect the actual 
death rates of these groups." The Committee did not explain the 
reason for this position. Presumably it had in mind the hypothesis, 
yet to be proved by statistics, that women experiencing the stresses 
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of the work place will have lower life expectancies than women on 
average. 


3. Equal benefits with unequal contributions by the employer to a 
money—purchase plan will achieve the desired equality from a cash 
flow point of view. This is the solution adopted by the Canadian 
Human Rights Commission for employees under federal Ue SLC lO 
Its regulations, amended in January, 1980, provide that in money-— 
purchase plans, equal annuity payments must be made on retirement to 
male and female employees of the same age and earning the same 
Salary. The rule is applied even where it necessitates higher 
contributions by an employer to allow for equal payments to female 
employees. In voluntary plans or features of plans where the 
employees pay all the contributions, differences are permitted in 
the amount of benefit because of sex. 


This solution preserves insurance principles but interferes with the 
nature Of a pension promise voluntarily made by an employer. In a 
money-purchase plan, the employer promises to assist the employee in 
creating a pool of money which ultimately by law must be expended in 
the purchase of the annuity for life. There is no undertaking by 
the employer in the promise to secure any level of benefit. The 
employer's promise in a defined benefit plan, on the other hand, is 
for a specific level of benefit regardless of the cost implications. 
The effect of the equal benefits and unequal cost solution is to 
create additional cost for the employer and a disincentive for the 
hiring of women where a money-purchase plan is used. 


4. A different approach would be to give women in money-purchase plans 
more flexibility through options at retirement so that it would not 
be obligatory to purchase an annuity in every case. The proposal 
would make available the Registered Investment Income Fund approach 
now available for RRSPs. This would enable a woman to preserve her 
Capital and to enjoy a cash flow from investment returns. In this 
way, insurance principles and equality by equal contributions from 
employers would be maintained. No cash out would be permitted as is 
customary in RRSPs, so that the principal of providing for income 
flow rather than capital would be preserved. 


From the existence of these alternatives, it is clear that there is 
a trend in society which favours non-discrimination between men and 
women in the provision of benefits. For women in money-purchase plans 
and RRSPs it is a crucial issue because it has a direct effect on levels 
of retirement income. It is an issue which should be resolved without 
further delay. The Commission unanimously recommends unisex tables for 
annuities purchased for PURS. The Commission (majority) recommend 
unisex tables for annuities purchased for money-purchase plans and 
RRSPs. 


gLZAY) 


WOMEN AND GOVERNMENT RETIREMENT INCOME PROGRAMS 
OAS, GIS, and CPP 


Women as independent workers are recognized to a greater extent in 
government programs than in employment pension plans. The Old Age 
Security payment is paid to men and women alike regardless of marital 
status or work history. The Canada Pension Plan design applies to all 
workers equally. Survivor benefits apply to male and females equally. 
When the plan was established, survivor benefits applied only to widows 
and disabled widowers. The provision was dropped as of January 1, 1975, 
and from that date the contributions of women buy the same survivor 
benefits as those of men. 


The CPP is earnings-related; the longer one works and the more one 
earns, the more retirement pension one receives. Therefore the problems 
of women's earnings and work patterns discussed above apply equally to 
the CPP. However, the CPP provides equal access, full portability, and 
equal benefits. Thus, any sex differential in CPP benefits will be 
attributable to the position of women in the work-force. Traditionally 
lower earnings of women mean lower incame in retirement from the CPP. 


Table 1 
CPP Retirement Pension: Number, Gross Amount, and Average Monthly 
Amount by Sex, September 1979 (Maximum 1979 Pension — $218.06) 


New pensions Total pensions 
Monthly Monthly 
Sex Number average Number average 
(Dollars) (Dollars) 
Males 65 and over be TPIS. V7.6 20 DOL ose 1222.08 
Females 65 and over 27047 118.34 2085 90.7, 86.87 


Source Health and Welfare Canada, "Canada Pension Plan, Statistical 
Bultentin; Vols eddy Now, Sepcembers 1 979 7L a pee to. 


less than half as many women as men receive CPP retirement pen- 
sions, and the average retirement pension is lower. In 1976, women 
constituted 37.1 per cent of CPP contributors. 


Table 2 
Average Earnings of CPP Contributors by Sex and 
Employment Status, Ontario, 1976 


Males Females 
(Dollars) 
Employed WAS isl J7OOS 
Self-employed 13,164 6,480 
Mixed 15,764 S peliae2 
Total ss O76 7,008 


Source Health and Welfare Canada, "Canada Pension 
Plan Contributonce 976, 4 0.02. 
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Elderly women rely heavily upon income from government programs in 
retirement. Income from OAS, GIS, CPP, and other social or provincial 
assistance constituted 59.1 per cent of all incame of individual women 
aged 66 and over in Canada in 1975 (49.8 per cent for men) with OAS and 
GIS constituting 53.6 per cent (44.3 per cent for men). 


Health and Welfare Canada found that in 1975, the average income of 
Single elderly persons ($3,796) was 43.4 per cent of the average for 
couples ($8,746).(11) More than 70 per cent of these Single persons 
were women, and about 85 per cent of these were widows. Health and 
Welfare Canada found that the "retirement income system" not only re- 
flects but reinforces the income inequalities that hold through the 
working years. (12) 


As the Report of the Special Senate Committee on Retirement Age 
Policies found, 60 per cent of unattached women over 65 in 1977 had 
incomes below the Statistics Canada poverty line, and three times as 
Many women as men 65 and over were poor on this basis.(13) The poverty 
of elderly women has been well documented in Women and Pensions by Kevin 
Collins, written for the Canadian Council on Social Development. 


In 1976, women were 58.1 per cent of (ntario's population aged 65 
and over, and 51.4 per cent of these women were widowed. Women were 
54.6 per cent of the Ontario population 65-74, 61.8 per cent of the 
population 75-84, and 68.1 per cent of the population aged 85 and over. 
Life expectancy tables point to an increasing gap in longevity between 
men and women in coming years. The Commission's population projections 
in the Canada Pension Plan volume show that more women will survive in 
absolute numbers as well. 


Because fewer women obtain pension income from employment through 
both public and private programs, there is a greater reliance upon 
the government income-tested supplements in retirement. In June, 
1978, there were 63,983 women and 30,566 men in Ontario receiving the 
full Guaranteed Income Supplement and 214,467 women and 125,291 men 
receiving partial GIS. Thus women constituted 67.6 per cent of full GIS 
recipients and 61.3 per cent of partial payees. 


Beneficiaries of the Spouse's Allowance program are almost entirely 
women, with 1,014 women and 208 men receiving the full allowance and 
15,157 women and 1,037 men receiving a partial allowance in Ontario in 
June, 1978. (As discussed in Chapter 6, the Commission favours a phas- 
ing out of the Spouse's Allowance program to eliminate the inequities 
between married and unmarried persons in need between ages 60 and 65). 


While figures for payment of Ontario's Guaranteed Annual Income 
system (GAINS) are not available by sex, the nature of eligibility 
criteria for GAINS payments is such that the numbers should be similar. 
That 1s, anyone receiving full GIS will automatically receive GAINS 
Supplementation, and a good proportion of those on partial GIS will 
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also have incomes below the GAINS guarantee level. This results ina 
disproportionate female dependence on GAINS. 


This sex distribution of the older population is often overlooked 
in discussions of future dependency ratios, yet the implications of an 
increasing number of women are profound. If the senior population 
were made up of equal numbers of men and women with equal financial 
resources, the increased costs of "dependency" could be measured in 
numbers alone. However, not only do the numbers of Survivors increas- 
ingly favour women, but this larger segment has the lower incames and so 
the cost of support is increased. It signals increased expenditures 
from income support programs such as GIS, GAINS, and social assistance, 
and it means that any subsidized services aimed at the senior population 
aS a whole (housing, rental assistance, nursing home care, and other 
social services) will be covering a growing population at the bottom of 
the economic ladder. 


Many of the present generation of senior women are in financial 
hardship now because they were housewives and not part of the paid 
work-force. This reinforces the contention that the present system is 
not working. Such women fit the stereotype "male breadwinner - female 
dependent" around which the system was supposedly designed, yet in 
old age they are without resources and dependent on the taxpayer for 
subsistence. 


If present structures remain unaltered and continue to launch women 
into the retirement years in a poor financial state, we should prepare 
for massive fiscal transfers in the future to ensure them a decent 
living in their increasingly long lives. The alternative is to mould 
the system now to fit the emerging reality and to open as many avenues 
as possible for women to contribute to their own future security. 


Homemakers 


Aside from improvements in the earnings of women, many advocate 
the participation of homemakers in the CPP on some basis. Because 
the CPP pays pensions based on earnings, those without earned income, 
particularly housewives, do not participate except for the spouse's 
benefit on the death of a contributor. 


The concept of permitting voluntary contributions by homemakers is 
discussed in detail in Volume V of the Report which deals with the 
Canada Pension Plan. There is no doubt that homemaking services are a 
valuable component of the real income of the household. Although most 
of the services performed by homemakers could be purchased from others, 
it is difficult to assign a value to this non-market activity. It 
is also difficult to determine the retirement benefits as earnings- 
replacement. A homemaker has no earnings to replace and generally does 
not retire.(14) A conceptual earnings base for the homemaker could 
penalize those working for less, such as a woman working outside the 


£30 


home part-time and performing full-time homemaking duties. The Special 
senate Committee on Retirement Age Policies rejected the inclusion 
Of housewives in the CPP and Supported the principle that the CPP is 
"inherently tied to paid work." 


For the reasons discussed in Volume V, the Commission does not 
recommend the voluntary or compulsory participation of homemakers in the 
CPP. It feels that efforts are better directed towards assisting women 
to achieve earnings-related retirement income in their om right rather 
than as dependents. 


However, there is a need to recognize the effect of child-rearing 
on the retirement income of a worker forced to withdraw from the work- 
force on that account. The CPP design now calculates benefit entitle- 
ment over a maximum 47-year work-life (age 18 to 65) with a provision 
for "dropping out" or not counting 15 per cent of the worklife UD toma 
Maximum of seven years. Such a dropout recognizes that work patterns 
reflect dislocations such as periods of higher education and time lost 
due to illness. Child-rearing may also be seen as a dislocation in the 
career. All provinces participating in the CPP except Ontario and 
British Columbia, have accepted a child-rearing dropout provision by 
Which a homemaker (male or female) could deduct years of child-rearing 
for each child up to age 7. The Commission's consumer survey showed 70 
per cent of respondents favoured the dropout provision, and it was 
advocated in every brief dealing with the matter. 


The Commission views the adoption of the dropout provision as an 
important step toward recognizing women as a vital part of the work- 
force, reflecting their particular work patterns. Women who temporarily 
drop out of the labour force to care for young children should not be 
unduly penalized by their necessary absence from the work-force. 


PENSIONS AS FAMILY ASSETS 


One suggested solution to alleviate the situation of elderly 
women with inadequate income is to share pensions as family assets 
upon Marriage breakdown or even throughout the marriage. Pensions 
often represent a major asset. Annuity income of $300 a month for women 
($326 for men) at age 65 has a Capital value of about $30,000. This 
capital value will vary with the interest rate used to calculate the 
annuity, but clearly represents a substantial pace ofimost! individuals! 
"Savings." Since January 1, 1978, the Canada Pension Plan allows for 
splitting upon marriage termination of CPP credits earned during the 
marriage if one of the spouses applies. The provision is either being 
ignored or not sufficiently well-known because the right is seldom 
exercised. However, it may be that the credit splitting is used in 
negotiations for settlement between the parties with the value being 
taken into account, but the actual complexities of splitting are avoided. 


TS 


The Special Senate Committee on Retirement Age Policies concluded 
that CPP pensions of both spouses should be shared between them on 
a 50-50 basis, partly as an answer to the problem of a non-working 
housewife, but also as a general principle embodied in the idea of 
Marriage as a partnership. The Committee appeared to recommend an 
automatic sharing on marriage breakdown, although this is not entirely 
clear from the report. 


The Commission does not agree that splitting of CPP pensions will 
be very useful in providing adequate retirement income to spouses, 
either men or women, and would not favour any extension of pension 
splitting in this fashion. The arrangement already in the CPP is too 
recent for its long-term effects for both spouses to be appreciated. In 
the case of a person with two marriages both ending in breakdown and 
splitting of credits automatically, one can envisage CPP benefits which 
will be inadequate not only for the non-working spouse but also for the 
worker. Leaving the splitting to be initiated by one of the spouses 
allows room for resolution suitable in individual circumstances. 


The question of dividing pension benefits arising from employment 
pension plans is attracting much attention in family law. Six provinces 
have enacted legislation recognizing the principle that marriage is a 
partnership, and that family assets acquired during the marriage should 
be shared. British Columbia has defined pension rights to be part of 
family assets.(15) 


In Ontario, the Family Law Reform Act provides that family assets 
include a matrimonial home and property owned by one or both spouses and 
ordinarily used by the family for "Shelter or transportation or for 
household, educational, social, or aesthetic purposes." In the event of 
marriage breakdown, the law presumes that both spouses have an equal 
right to share in family assets notwithstanding the ownership of the 
assets by the spouses (s. 4(1)). This may be varied by agreement of 
the spouses. 


In addition, the court will make a division of any property that is 
not a family asset where a spouse has unreasonably impoverished the 
family assets or the result of the division of family assets would be 
inequitable in the circumstances (s. 4(6)). The court may also order 
compensation or an interest in property where one spouse contributed 
work, money, Or money's worth to the acquisition, maintenance, or im- 
provement of property other than family assets (s. 8). 


Aside from questions of property rights, each spouse has an obli- 
gation to provide support for himself or herself and to each other in 
accordance with need and to the extent the spouse is capable of doing 
so. In determining the amount of support in relation to need, the court 
considers the assets and means of the parties and "any benefit or loss 
of benefit under a pension plan or annuity." (s. 18(5)). 
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Since in Ontario pensions are not specifically included as family 
assets and have not been judicially determined to be family assets as 
defined in the legislation, pensions are looked to in satisfaction of 
Support obligations rather than as assets to be shared. In other words, 
pensions are seen as a means of providing a regular income in retirement 
rather than as capital assets. However, since the Ontario legislation 
also provides that any property may be subject to division in appro- 
priate circumstances, it is possible that pensions may be shared. One 
Ontario case awarded a lump sum to satisfy a spouse's interest in an 
RRSP. 


A recent B.C. case, Rutherford v Rutherford (December 27, 1979, 
unreported), shows the difficulty of sharing a pension on divorce. In 
that case, the husband was 53 and had 37.8 years of service with the 
provincial government. He was a member of the Statutory final 5 year 
average plan and could retire as early as age 55 with a yearly pension 
of almost $18,000. His compulsory contributions totalled $22,550 and 
additional voluntary contributions totalled $07 6382) @Hisugross income 
was almost $30,000 or $1,858 net per month and the wife's gross income 
was almost $15,000 or $1,000 net per month. The spouses were married in 
1949, 


Under the provisions of the B.C. Family Relations Act, family 
assets include a right of a spouse "under an annuity or pension." The 
judge found that the pension should also be shared under the general 
provision empowering a judge to rearrange property on the grounds of 
fairness. He concluded the pension was a family asset and proceeded to 
direct the method of sharing it as follows: 


- If the husband dies before retirement, one-half of the amount he 
paid in becomes the property of the wife, calculated to the date 
of dissolution of the marriage. 


- When the husband retires (between 55 and 65), the pension in pay 
will be shared. The wife's share will be 50 permr-cent:s —This: may 
be less depending upon the circumstances, since as each year 
passes her share may become smaller because the money taken 
from his salary towards the pension is not being earned during 
marriage. 


- If the husband does not retire at age 55, some compensation will 
be paid to the wife by way of an order for permanent maintenance 
until she participates in the pension. By electing *not® to 
retire at age 55, "the husband by his own conduct will be de- 
priving the wife of her rightful share in the family asset." 


- The husband is restrained from nominating any person other than 
his wife as beneficiary before or after retirement. 
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Difficulties of valuation occur whether or not a pension is to be 
shared as a family asset or as other property. The Rutherford case 
raises several interesting questions in this regard: 


ie 


If the pension in pay is reduced to account for the amount 
purchased by contributions after dissolution of the marriage, 
the plan design may affect the amount to be shared. A career 
average formula may require a larger share to the non-worker 
spouse than a final average formula. A defined contribution 
plan is easily valued at the dissolution of marriage as the 
total accumulated employer and employee contributions. 


The pension member can choose the date of retirement if the 
marriage subsists, but after dissolution may have to compen- 
sate the other spouse if retirement is not taken when first 
eligible. 


The value of any pension of the wife in her own right would 
have to be taken into account. 


The present value of the pension benefit must be assessed. ‘The 
husband in this case retained an actuary, who testified that 
many assumptions made in such an estimation might turn out 
to be wrong. Assumptions which may be valid for a group of 
employees may not be appropriate for use when applied to an 
individual. 


If a present value were placed on the pension as capital, the 
husband would have to pay one-half the value of a pension he 
has not received and may not receive. If the husband died 
before retirement, the pension would not be payable. 


Suppose the husband remarried at age 55 and retired at age 65 
and divorced again at age 66. The possibility of remarriage 
and divorce may be considered. 


The problem of differing benefits for husband and wife may 
arise in a defined contribution plan since the increased long- 
evity of women reduces a wife's benefit. Even in a defined 
benefit plan, the funding and cost may be affected since the 
equal benefit for women costs more. If benefit sharing on 
dissolution of marriage were to become more common, the pos- 
sible cost effects would have to be reflected in the actuarial 
assumptions for defined benefit plans. 


The likelihood of vesting may have to be taken in account. If 


a member were not vested, the sharing could be one-half the 
employee's contributions. 
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9. A different set of rules may be required for non-contributory 
plans. What could be shared before vesting or in the event of 
death before retirement would be different. 


If the pension were a matter of a Support obligation, the case 
would be considered differently. In the first place, the obligation 
would arise in situations of need, and not as of right regardless of 
need. This need would be ascertained initially at dissolution. The 
fact that income was pension income would not be material. If and when 
the pension became payable, it could be looked to in satisfaction of 
Orders for support. 


The conditions governing rights to pensions prior to retirement and 
the purpose of pension plans from the employer's point of view make 
treatment of an employee's pension rights as a capital asset very dif- 
ficult. Where the plan is contributory, it may be that the employee's 
contributions with or without interest could be available as an asset, 
but the right to a pension on retirement from the employer is fraught 
with too many issues revolving around long-service rewards and deferred 
wage concepts. Added to these problems are administrative problems 
involving employer, pension trustees, pension fund custodians, and 
Survivorship benefits. It would be unfortunate if a court, in seek- 
ing to attach assets to satisfy claims between spouses, were to upset 
arrangements designed primarily to provide income in retirement and 
required for security reasons to be funded by large accumulations in a 
fund. 


The Commission therefore recommends that under the Ontario Family 
Law Reform Act, pensions be regarded as income in retirement, which may 
be a source of support just as wages are taken into account in support 
obligations, rather than treated as a capital asset. 


Attachment of Pensions 


Section 24(1) of the Pension Benefits Act provides that monies 
payable under a pension plan shall not be assigned or given as security 
and are exempt from execution, seizure or attachment. Subsection 2 
creates an exception for the attachment of monies payable under a pen- 
Sion plan in satisfaction of an order for Support under the Family Law 
Reform Act. 


Although the policy to attach pensions for Support orders is clear, 
section 30 of the Family Law Reform Act may not accomplish that purpose. 
It provides that the court may make an attachment order directing the 
"employer of the debtor to deduct from any remuneration of the debtor 
due at the time the order is served or thereafter due or accruing due," 
the amount in the order. It is doubtful that pensions constitute 
"remuneration due." A trust company or insurance company rather than 
the employer may have the pension funds. There is no employer-employee 
relationship if the debtor is retired. In order to carry out the intent 


135 


of the legislation, consideration should be given to redrafting the 
section, preferably in consultation with the Pension Commission of 
Ontario. 


CONC LUS ION 


It is clear that women as recipients of income from employment 
pension plans at the present time, either as survivors or as retired 
workers, have not been and are not generously treated. The extent 
of their claims on government support programs underlines this fact. 
This is not because the plans deliberately discriminate against women. 
Rather, women are in many ways victims - of their own longevity, (their 
small pensions will suffer from inflation for a longer time than those 
of men); of their position as non-working dependent wives, fostered by 
economics and social custom; of their traditional place in the work- 
force in subordinate roles at low levels of pay, often on a part-time 
basis; and of their frequent loss of pensionable service when husbands 
change employment location. Much of this situation has already changed, 
and much will change in the future. In planning for the future we must 
recognize these developments, and avoid tying the pension system to 
assumptions that are no longer representative of the status of women in 
society. That is not to say that pension design should be based on a 
single new stereotype, that of the career woman. Even today it is clear 
that a majority of married women do not fully conform to either the 
old or new stereotype. There still exists a wide range of dependency 
within the family unit; and the range of choice available to people both 
within and outside the family structure makes it probable that the 
average or typical Canadian married couple will make several changes in 
their economic relationship from time to time before retirement age. 
Accordingly, a realistic pension policy will have to accommodate, so far 
as possible, the various degrees of dependence and independence which 
spouses actually adopt for themselves. 


Flexibility is required to let men and women adjust to their new 
needs in relation to each other. For example, to require a joint and 
survivor form of benefit for every pension plan could in the Commis- 
sion's opinion be retrograde. Mandating an option to elect against a 
joint and survivor form of benefit on consent of both spouses allows 
flexibility in meeting the needs of both partners. 


There are, however, some areas where new thinking is required to 
accommodate women in their role of workers. In retirement planning 
that means recognition of the child-rearing function through the CPP 
child-rearing dropout provision and coverage for part-time workers where 
a durable employer-employee relationship exists. It also means recog- 
nition that women's need for an adequate level of income in retirement 
is no different from that of men and requires equal pension benefits 
from money-purchase as well as defined benefit pension plans. 
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The Commission believes that adoption of its recommendations on 
these points will create a retirement income framework in which men and 
women will be on an equal footing. 
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Chapter 17 


Economics and Retirement Income 


Throughout this report, frequent reference has been made to the 
cost of the different components of retirement income in relation to 
their necessity or desirability. For the most part, cost has been 
identified with a particular type of benefit. We have attempted to 
determine whether certain expenditures were justified and, if so, how 
their cost is charged or should be charged to governments, employers and 
individuals. As for the overall cost to society, it has been assumed, 
perhaps, that an appropriate total figure will simply appear at the end 
of the column - that is, by adding up the bill for all the appropriate 
types and quantities of retirement benefit. However, policy decisions 
made today involve an area of choice as to what the total eventual cost 
will be, and not only how much can be allocated to a specific program or 
programs. For this purpose it is essential to consider all the cost 
implications of providing income for the retired population. Within 
such a framework it then becomes possible to discuss what level of 
retirement benefits the country can afford, and through what mechanisms 
those benefits may be provided in order to attain results consistent 
with good economic planning. The economic views of the Commissioners 
are accommodated by the general consensus on the principles set out in 
this chapter, which, in turn, are reflected throughout the report. 


ECONOMIC COST OF RETIREMENT INCOME 


Any retirement income structure we may contemplate will be viable 
only if resources can be found to finance it. That is true for the in- 
dividual who plans to set aside money during his or her working years to 
provide a nest-egg for retirement. It is also true for an employer and 
employees when setting up a pension plan for the group. It applies in a 
somewhat different way to the ability of government to transfer income 
to the elderly from other taxpayers. Beyond those problems, however, is 
the question of the resources needed to support an entire system of 
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retirement income. Regardless of how the system is constructed, all the 
income it produces will have to be generated by the use of the nation's 
resources; and its cost in a given year will be a charge against the 
value of all goods and services produced in that year by the active 
population. 


In Volume V (Canada Pension Plan) and elsewhere, the Commission 
refers to present and future "dependency ratios" - measurements that 
enable us to assess the ability of the work-force to Support those who 
have not entered the labour market or those who have lePeei t= f£or-“some 
reason, including retirement. The same analysis is applicable to 
projections of cost for retirement income taken as a whole. Obviously, 
tax-financed benefits are drawn from the incomes of those still active 
in the production of goods and services; so too are CPP/QPP benefits. 
What is less obvious but nevertheless true is that retirement income 
from employment pension plans and individual Savings also comes from 
current production. Those who are entitled to pensions, “annuities or 
lump-sum payments from non-government sources are making claims on the 
productive segment of the economy for interest and repayment of capital. 
Thus, all retirement income represents a "cost" to the economy in the 
year it is received. 


At some point therefore it is necessary to consider the capacity of 
the economy to provide for all the income commitments made to those who 
have retired and those who will retire. We must also consider the 
various ways in which retirement entitlements are Greaved: “bute rt 1s 
important to understand that any income received by the elderly is a 
current liability - that is, it must be met by the active population out 
of current income, or possibly by equivalent means such as a reduction 
in saving or by additional borrowing. Society, in other words, assumes 
a set of obligations in recognition of value received from its members 
in a variety of forms: cash contributions, deferred wages, taxes, or 
some other form of participation in the economy (residence, for example, 
in the case of Old Age Security pensions). The total of all these 
Obligations is analogous to a mortgage in that society expects to be 
able to make all payments on interest and principal out of its earnings 
in the future. Unlike a mortgage, the lenders in this case are not 
easily distinguished from the borrowers; and the size of the "loan" may 
increase quite unpredictably. Again, the mortgage analogy must be 
qualified by pointing out that society cannot contemplate any delay or 
default in meeting its commitments to the retired. 


Retirement income, when payable, must therefore be related in a 
realistic way to the productive Capacity of the economy, and to our 
future ability to allocate income from the productive population to the 
non-productive. If we wish to enhance the position of the elderly, we 
must anticipate either an increasingly productive economy or a shift in 
income distribution in favour of the older population. If in addition 
we foresee a significant increase in the retired population as a pro- 
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portion of the total, questions of work-force productivity become even 
more important. 


That is not to say that the income claims of the retired should be 
regarded solely as an expense to the economy. Their incomes generally 
are spent promptly, thereby adding to rather than detracting from the 
Gross National Product. Also, a growing demand for goods and services 
to be purchased by retirement income dollars is a signal for investment 
in more plant and equipment to meet that demand. As a further bonus, 
pensioners' spending may be relied upon to cushion the effects of a 
recession; without it, overall consumption would suffer more severe 
downturns than otherwise, and both employment and investment would 
bottom-out at a lower level. 


For purposes of long-range planning therefore, retirement income is 
properly regarded as a dynamic factor in the econany, and not merely as 
a drain on our productive resources. 


Certain economic processes are particularly relevant to the ques- 
tion of how much retirement income can be provided and through what 
mechanisms. In the following pages we turn our attention to some facets 
of: saving and spending; economic growth; investment return; employment 
costs; and current economic prospects. 


1) Saving and Spending 


Fundamental to the future of any economy are the countless deci- 
sions of individuals and institutions as to how they will allocate their 
incomes between consumption and saving. If the economy is to grow, 
it requires some saving, or postponement of consumption, in order to 
acquire and replenish the capital facilities with which its natural and 
human resources are employed. Saving must come before investment, and 
investment must occur before there can be any increase in the total 
quantity of goods and services to be shared by the population. Thus, 
the standard of living depends initially on people's willingness to save 
and thereby bring about an increase in "real" output, in total and per 
capita. 


Because pension plans today are based on a high volume of saving, 
their development has a direct bearing on the rate of investment we may 
anticipate over a prolonged period. Consequently, the means adopted for 
providing a higher level of retirement income may be directly instru- 
mental in creating the future levels of national income that will make 
increased pensions affordable. 


Judgments as to the optimum level of saving for an economy are not 
possible without examining the nature of investments that will be made, 
or without taking into account the need to maintain certain levels 
and types of consumption. Saving that is directed to expansion of 
energy-producing facilities will seem (at present) more conducive to 
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economic growth than similar amounts used to build new shopping centres. 
Public investment - in new transportation facilities for instance - has 
its place along with private investment in plants, mines and oil wells. 


Spending must be kept in balance. Investment decisions are not 
made blindly but are based on expectations about the market for the 
goods and services that will be produced - the quantities and types 
people will buy and, not least important, when they will buy them. To 
encourage or force an ever-increasing rate of saving would be to risk 
a level of consumption so low that it would begin to discourage new 
investment. If investors lost interest in Opportunities at home and 
looked increasingly to capital projects abroad, much of the purpose of 
Striving for a higher domestic saving rate would be defeated. 


Consumption in some respects serves the purposes of growth almost 
as directly as saving. Spending on education and health services may 
be classified as consumption, but most would agree thats this byperor 
Spending has an "investment" element, even if we consider only the 
demands of industry for a healthier and more skilled work-force. To 
some extent, consumption today may also encourage saving, especially for 
retirement purposes. If we assume that people save for retirement in 
Order to maintain their pre-retirement standard of living, then their 
willingness to save must be related in some degree to their present 
level of spending. Otherwise we would have to believe that personal 
retirement saving rises and falls primarily in response to interest 
rates, or is geared mainly to subsistence needs, or 1S a reflection of 
an irrational urge to hoard money. There is no evidence to Support any 
assumption other than that retirement saving in the main expresses the 
desire of individuals for continuity of lifestyle into their retirement 
years. 


Whatever the ideal balance between spending and saving, it should 
be clear that it is unlikely to be maintained from year to year regard- 
less of current economic conditions. Personal and business Saving 
behaviour responds to expectations for the immediate future. At the 
onset of inflation for example, individuals and businesses tend to spend 
more and save less, on the sound assumption that they will "save" by 
buying today rather than next year when prices will be much higher. 
Speculation is seen to promise a better return than conventional saving. 
This "inflation psychology" undergoes a change, however, as inflation 
persists. Over-spending in the early stages of an inflationary period 
is followed by under-spending later. People and resources eventually 
become under-employed or unemployed, and investment as well as spending 
decisions become increasingly cautious. Under those circumstances, a 
high rate of saving may be interpreted more as a sympton of uncertainty 
than one of a long-run preference for thrift. Furthermore, much of the 
additional saving that takes place in a period of economic uncertainty 
may not actually serve the purpose of promoting investment. Unless 
and until taken up by borrowers for capital purposes, savings will be 
absorbed by government through short-term borrowing and channelled for 
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the most part into consumption. With business as well as individuals 
displaying a reluctance to make longer-term commitments, the normal 
saving-consumption balance becomes distorted; what may appear as "Sav- 
ing" is not the same as investment, and may not in fact contribute 
to economic growth except by keeping the advance from turning into a 
Kecredte 


Any long-range policy which is based on saving as a means of 
achieving economic growth must allow for periodic fluctuations in the 
proportion of incomes people wish to save; or it must introduce some 
measure of incentive or compulsion to ensure that a desirable minimum 
rate of saving is maintained. 


To relate these observations to the subject at hand, it is instruc- 
tive to recall that retirement income at present is provided through a 
combination of programs, some legislative in nature, others essentially 
private, but all characterized by various degrees of voluntarism, in- 
centives, and compulsion. Even personal saving for retirement has been 
brought into the scope of government influence through the medium of 
the RRSP, with its incentives and constraints. While this Commission 
prefers to enhance rather than further restrict the scope for individual 
decision-making in providing for and using retirement income, it is also 
mindful of the need for positive governmental measures to ensure a flow 
of savings into capital development. Our recommendations in Chapter 12 
for a mandatory contributory pension plan are designed, therefore, with 
due consideration of the importance of saving in the economy —- hence the 
element of compulsion - as well as the need to encourage individuals to 
take as much responsibility as possible for decisions affecting their 
income in retirement. We avoid measures which would lock people in to 
an unrealistically high rate of saving. Instead, our proposals leave 
ample room for governments to apply new saving incentives if and when 
needed to provide for an increase in the rate of investment. New areas 
Of individual choice would be opened up, both within and outside of the 
PURS framework, thereby giving a measure of assurance that people's 
Savings will be used in the most productive way. 


2) Economic Growth 


An economy is said to grow when it is producing an increasing 
volume of goods and services. The growth indicator most frequently used 
is real Gross National Product (GNP) - that is, the total value of goods 
and services produced in a given year, adjusted to remove the effect of 
price changes. The deflated or constant dollar GNP may then be used to 
show the year-to-year growth of the economy. (Sometimes, real GNP is 
stated in a more meaningful way by relating it to population to show 
changes in per capita output and potential living standards, or to 
the labour force, as an indicator of productivity.) After deducting 
indirect taxes, capital depreciation and other non-income items from GNP 
it is possible to compute national income, and to show the shares going 
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to wages and salaries, corporation profits, net income of farmers, 
professionals and unincorporated businesses, and investment income. 


Table 1 illustrates how GNP is related to income and how na- 
tional income in the year shown (1977) was allocated to the several main 
classes of recipient. Growth, however, is measured from year to year; 
and it is more useful for our purpose to look at the distribution of ex- 
penditures behind GNP figures. In a study prepared for the Commission, 
Donner and Lazar present the expenditure analysis set out in Table 2. 
Using percentage distributions to permit easy comparisons, he shows the 
main classes of expenditure for 1977, an estimated distribution for 
1985, and projected annual rates of change for the main components over 
two periods: 1978-1985 and 1985-1990. 


Table 1 
Gross National Product by Component, 1977 


Billions of Per cent 
dollars (a) of GNP 
Wages and salaries 120 Bien, 
Corporation profits before taxes (and 
after dividends paid to non-residents) 20.6 10.0 
Interest and miscellaneous investment 
income (before withholding taxes) 12.4 6.0 
Net income of farm operators independent 
professionals, unincorporated business, 
and imputed net rent on owner occupied 
building 12.0 360 
Less inventory valuation adjustment el) (Ubsisy, 
Net national income at factor cost 161.8 78 
Add indirect taxes (sales and excise) 
less subsidies 23.4 a, 
Add capital consumption allowance Pipa 5 ia 
Gross National Product at market prices 207.9 100 


a Figures are for 1977 and rounded. 
Source Canada Year Book, 1978/79. 


Apart from what these projections may tell us about activity in 


certain sectors in the near future, Table 2 provides a reference point 
for comments on the overall ability of the economy to create wealth for 
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its members. However, an overall growth rate of 4.3 per cent forecast 
for the 1978-1985 period should be compared with a 4.4 per cent annual 
increase in real consumption (personal expenditure) and a 4.2 per cent 
annual increase in investment (gross fixed capital formation). Although 
the estimated data are subject to a considerable degree of error, the 
relationship of these three figures is significant when we see that the 
rate of growth is likely to decline to 3.6 per cent per year in the 
1985-1990 period. Similarly, consumption is projected to increase ata 
Slower rate in 1985-1990. The inference is clear: if consumption rises 
more rapidly than GNP or investment, the growth rate will decline, and 
with it the rate at which incomes increase to permit a constant increase 
in consumption. 


Table 2 
Projected Growth and Distribution of Real GNP (1971 Dollars) Components 
in Canada: 1978-1985 and 1985-1990 


Average annual 


Distribution growth rate 
1977 1985 — 1978-1985 1985-1990 
(Per cent) (Per cent) 
Personal expenditures 6352 63.8 4.4 Bials: 

Durable goods NA LPS6 4.9 

Semi-durable goods 8.9 OR 4.7 

Non-durable goods | LOR L733 Sor 

Services 25.0 2555 4.5 

Government expenditures on 
goods and services se 2 16.4 330 BG 
Gross fixed capital formation 2208 221 4.2 4.6 

Government BeiZ Deri iARe: 

Business ve 19.4 4.6 
Residential construction syil) 3610 58: 
Non-residential construction e<3 6.6 BO 
Machinery and equipment fee: one 6.6 

Exports 235.0 24s Deo BG 
Imports =20 50M) S=260) 4.2 4.6 
GNP 100.0) a t0050 4.3 She 


Source Arthur W. Donner and Fred Lazar, "The Impact of Social Security 
Financing on the Capital Markets in the 1980s," Royal Commission 
on the Status of Pensions in Ontario, Volume IX (background 
papers). 


Economic projections of necessity are based on measurements of 
past behaviour of individuals, businesses and governments; they do not 
speculate on major changes in government policy or on unpredictable 
future events such as the OPEC-induced oil crisis. They do serve, 
however, to demonstrate in general terms the operation and interaction 
of known economic forces. If we wish to see a sustained long-run rate 
of economic growth, for instance, our projections of real GNP and its 
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components tell us that the choice of strategies will focus on invest- 
ment rather than consumption; and that means a somewhat higher level of 
Saving than is likely to be sustained by the present inclinations of 
individuals, business Organizations, and government. 


Again it must be remembered that the potential level of retirement 
income from all sources will be determined in the first instance by the 
total amount of income the economy is able to generate and therefore 
share among its active and inactive members. Real growth is basic to an 
increase in real incomes. 


3) Investment Return 


Retirement income, if it is to fulfil individual and public pelicy 
expectations, must represent a Leal -rateror returneon capital and? ‘the 
return of that capital in real terms. In government programs that 
aim is achieved through the indexing of benefit entitlements: wage 
indexing before retirement in the case of CPP/QPP benefits, and price 
indexing after retirement in those and other programs. In employment 
and personal retirement plans, a minimum objective requires that funds 
earn a real return of possibly 2 to 3 per cent per year (that is, after 
excluding the inflation element of the nominal interest rate). Any 
prolonged period of inflation accompanied by inadequate investment 
yields (e.g., a 9 per cent return and a 10 perecentsintlation rate) as 
an Obvious threat to the viability of any non-governmental pension or 
Savings plan. A defined benefit plan which promises pensions based on 
final average earnings will require higher levels of employer contribu- 
tions in order to maintain its solvency; in extreme cases such plans may 
be unable to meet their obligations. But defined contribution plans and 
personal savings vehicles will also fall short of meeting the reasonable 
expectations of their participants. People who see the real value of 
their savings threatened by inflation are likely, if permitted, to seek 
other avenues for investment or spend their capital as soon as possible. 
A further complication is introduced where funds are tied in to long- 
term securities at comparatively low interest rates. Such securities, 
if sold before maturity, will produce capital losses; a rate of overall 
return which in real terms might have been Simply unsatisfactory may 
turn out to be negative. 


Over a long period, say 50 years or more, the real rate of return 
on good-quality investments is almost certain to meet the require- 
ments of the typical pension or savings program. Because of market 
fluctuations, however, the picture for a particular pension plan or 
individual is often much less than ideal at the time asset values are to 
be translated into monthly benefits. These realities of the capital 
market underline the dependence of private sector retirement programs 
on a regular and sustained growth in the economy. Government action 
may be required to prevent some of the more destructive effects of 
short-run fluctuations in investment yields; for example, measures may 
be taken to keep interest rates above the inflation rate, and so prevent 
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an outflow of funds from savings vehicles or from the country. Such 
direct intervention in the capital market cannot be sustained over long 
periods, however, without impairing the ability of the market to perform 
its most important function, that of allocating money properly among 
many competing industrial and business ventures. Assuming that govern- 
ments do not in fact take over an increasing share of responsibility for 
direct investment, pension planners must make adequate provision for 
periods of low returns - marginal real rates of interest as well as 
capital depreciation - and be prepared to add new money if necessary so 
that their programs will not fail in the short) term to providerthe 
promised benefits. Those whose retirement income is being generated in 
the form of capital accumulation (as opposed to defined benefits) must 
be better informed concerning the potential level of "real" income they 
may expect at retirement, and not merely the nominal value of their 
savings. It is important to the success of employment pension plans and 
other non-governmental arrangements that their participants not be 
misled by optimistic, long-range promises which, ultimately, may bear 
little resemblance to what individuals actually receive. 


4) Employment Costs 


Economic growth, as already pointed out, is made possible by saving 
from the current income stream and investing in further productive 
capacity. Part of the necessary saving comes from money earned by those 
whose input is in the form of work; but the major portion (typically 
much more than half) comes from business profits, or retained earnings, 
which are reinvested to expand existing operations or are used to fi1- 
nance other income-producing activities. Profitability is the objective 
not only of the business operator, but of society itself. Unless a 
firm is able to achieve a reasonable spread between its costs and its 
revenues, it may be unable to expand to take advantage of new business 
opportunities. It may fall behind in technological improvements and 
become less able to compete with other producers in the marketplace. 
Eventually, the owners may decide to sell the remaining assets and 
invest in a more profitable enterprise. Similarly, on a much larger 
scale, any widespread rise in costs without additional revenues would 
lead to a general slowing-down of capital formation, a consequent 
deterioriation in the ability of Canada to compete internationally and, 
eventually, an outflow of capital to foreign investment. 


Employment costs alone do not, as a rule, determine whether or not 
a firm or an industry will survive in the domestic environment. In 
international trade, with certain labour-intensive exceptions, such 
factors as technology, cost of capital and availability of resources 
(e.g., energy) are often more important than wages and salaries in 
achieving profitable results. Nevertheless it is generally agreed 
that increases in the cost of labour input, unless offset by improve- 
ments in output, can have a negative effect on investment decisions 
and, eventually, on all incomes. Clearly then, society as well as the 
individual employer has an interest in keeping labour cost increases in 
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step with the ability of the business to absorb them and still generate 
a satisfactory profit. 


Labour cost means all compensation, and Obviously includes the 
employer's contribution to his or her own pension plan and to any pub- 
lic, mandatory plan or plans. If pension costs increase, either because 
of benefit improvements or any other factor leading to higher contri- 
butions, the employer will be less willing to initiate further improve- 
ments and perhaps unable to do so. Where a work-force has been cut back 
due to poor economic conditions, pension costs may present a more severe 
problem than otherwise. With older workers retained while younger 
workers are laid off, the average pension cost in a defined benefit plan 
is likely to rise sharply; and regular payments required to amortize any 
existing unfunded actuarial liabilities may not be reduced in proportion 
to the reduction in payroll. Even in the healthiest of firms, there 
must be an appreciation of the long-term cost commitment involved in 
implementing a pension plan: the fixed nature of costs for past service 
benefits, the pressure for higher benefit levels corresponding to higher 
wage levels, and the need to satisfy employees' needs for current 
compensation as well as retirement income. 


Of all the many components of employment cost, the portion at- 
tributable to pensions is most likely to differ substantially from one 
employer to another, and therefore to be a factor in competition - in 
the market for the employers' products and also in attracting investment 
dollars. Differences in benefit levels may be the most Significant 
factor, ranging from generous to none at all. But two plans with 
identical benefits and employee contributions can and often do display 
great differences in employer cost per member. Different age distri- 
butions and different amounts of past service are common. So too are 
the differences that result from the use of a variety of funding methods 
and actuarial assumptions, from past decisions to adopt a liberal or 
conservative funding strategy, and from good or poor investment returns. 


Despite the obvious problems in determining longer-term cost impli- 
cations and economic side-effects of specific employment pension plans, 
the need for retirement income related to the individual's earnings 
demands that some risk be taken. That means essentially that employment 
pension plans will be expected to meet certain regulatory standards but 
otherwise will be encouraged to perform a large part of the task of 
providing retirement income for members of the labour force. The roles 
of a mandatory minimum plan and the Canada Pension Plan, both discussed 
elsewhere, do not detract from that of a network of private programs 
designed to meet the diverse planning objectives of enployers and their 
employees. The Commission believes it necessary that both employers and 
employees be encouraged to regard the provision of retirement income as 
a high priority in deciding the composition of the compensation package 
and in allocating current income. 
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Finally, it must be borne in mind that the saving represented by 
pension contributions is an important factor in economic growth. While 
that benefit to society must be regarded as a spin-off rather than a 
reason for instituting pension plans, the fact that new investment flows 
from these mechanisms sets them apart from other types of employment 
cost and qualifies them for special attention by those concerned with 
public policy in the area of retirement income. 


5) Current Economic Prospects 


In planning for the immediate future or the short-term, we must 
direct our attention to the economic feasibility of different rates 
and types of change within the framework of any longer-term pattern 
of retirement income provision. In looking ahead toward the year 
2030 and beyond, the Commission has taken great care to anticipate the 
adverse effects of unwise decisions based only on perceptions of today's 
needs and conditions. The other side of the coin, however, is that a 
practicable long-range program can create a variety of dislocations in 
the short term. That is particularly true of any broad restructuring 
of social security measures, involving as it must a certain shift in 
patterns of saving, income distribution, employment costs, and tax 
policies. We must satisfy ourselves not only that the consequences 
of these changes make economic sense in the long run, but that their 
short-run consequences do not impair the nation's ability to carry out 
what otherwise would have been a reasonable and feasible program. 


We are concerned at this time with a number of real and obvious 
economic difficulties: a persistently high rate of inflation, a rising 
level of unemployment, and a sluggish rate of private investment - to 
mention only the more prominent. Any additional cost to be borne by 
employers, employees, consumers or taxpayers will appear at first glance 
as something to be avoided or at least postponed. Certainly no one, 
least of all the members of this Commission, will deny that advances in 
social policy are premised on a healthy economic environment, or that 
Our spending is limited by our means. 


Rates of growth in the short and longer terms will determine the 
ability of the economy to fulfil its obligations to the retired as 
well as to all those who expect to maintain and improve their living 
standards. At this point therefore, we turn to a consideration of 
growth prospects and their implications for pension commitments. 


As illustrated in Table 2, it is possible to make estimates of real 
rates of growth, using GNP calculations, and to predict at least the 
main patterns of expenditure which underlie the gross figures. These 
projections are developed in greater detail by Arthur Donner and Fred 
Lazar in their background paper on capital markets, reproduced in Volume 
IX. Their study includes a comparison, set out in Table 3, of real GNP 
projections made by the Economic Council of Canada in 1975 and 1977, the 
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Ontario Economic Council in 1977, and the federal Department of Finance 
in 1978. 


Table 3 
Comparison of Economic Projections for Real Growth in GNP 


rn, 


1978-1985 1985-1990 
4.3 per cent 3.6 per cent 
Economic Council of Canada 
- 12th Annual Review 1975-1980 1980-1985 
- Projection A - 1975 5.7 per cent 3.6 per cent 
Economic Council of Canada 
- 14th Annual Review 1977-1982 
~ Reference Soln. - 1977 4.3 per cent 
Department of Finance - 1978 1978-1981 
5.5 per cent 
Ontario Economic Council - 1977 1978-1981 1983-1987 
5.0 per cent 4 per cent 


source Arthur W. Donner and Fred Lazar, "The Impact of Social Security 
Financing on the Capital Markets in the 1980s," Royal Commission 
on the Status of Pensions in Ontario, Volume IX (background 


papers). 


Comparison of the estimates is not altogether satisfactory because 
of differing time periods. However it is Signiiicant that all the 
estimates for 1981 and beyond reflect a decline in the real growth of 
GNP after the early 1980s. The authors conclude: 


"As for the pattern of aggregate demand over this period, (1978- 
1990) durable consumer expenditures, exports, and energy-related 
capital projects will spark the economy up until the mid-1980s. In 
the second half of the 1980s, one may assume that demographic 
factors will constrain the economy to its full capacity growth 
rate (and the demographic factors will impact primarily on the 
economic projections through a slower rate of growth in the labour 
force). Thus this report concludes that Canada's economy will 
grow at an average annual rate of 4.3 per cent between 1978 and 
1985, and at a 3.6 per cent rate over the balance of the decade. 
Business investment in machinery and equipment will also be strong 
throughout the decade, while housing expenditures are projected to 
lag behind the economy. Accelerated activity in the government and 
consumer spending sectors other than durables which occurred during 
much of the 1970s cannot be expected in the 1980s." 


Since the making of these projections, a number of factors have 


combined to make the economic climate much worse. At time of writing 
some economists are predicting close to zero growth levels in the short 
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run. Whatever the degree to which real GNP will be affected by present 
economic conditions it seems safe to assume that real GNP will not 
expand rapidly, and that sometime about the middle of the 1980s there 
will be a falling off from previous growth rates. Support for this 
position is set out in detail in the Donner-Lazar paper. Some high- 
lights may be noted here: 


- There will be a shift towards private and public investment in 
energy undertakings through the 1980s. Estimates average about 
5 per cent of GNP for the decade. 


- Net family formation will decline as the baby boom cohorts age. 
As a result, demand for housing will decline and the residential 
construction sector will decline relative to other investment 
sectors. 


- The strength of consumer spending in the 1980s will reflect the 
general strength of the economy. Real wage gains will decline 
as a result of only modest job creation, inflation, high savings 
rates encouraged by tax deferment incentives, and lower levels 
of confidence. Real consumer spending is likely to decline in 
the mid-1980s. 


- Inflation will be met with more rigidity in the labour and 
product markets. Shorter contractual agreements and built-in 
defences against inflation will be demanded by the public. 


- Investment opportunities will shift to the corporate sector, 
with real growth in non-residential construction and machinery, 
and accordingly there should be an increase in corporate bonds, 
equities and bank loans as a share of Canada's total financial 
assets. Mortgage investment opportunities will decline with the 
decline in residential housing demand. Provincial and municipal 
borrowing is likely to decline as deficits are brought under 
CODELOL. 


- Capital funds will come mre from savings by business and less 
from savings by government. Notable in the decline in the 
government share of investment is the drop in social security 
(CPP/QPP) savings as benefits tend to equal contributions in the 
middle ‘eighties. 


If we accept the validity of these conclusions and those of many 
other economists, it is clear that the Canadian economy will not enjoy 
high rates of real growth in the next 10 years or more. Retirement 
income planning for the 1980s and beyond must accept that reality and in 
particular must relate the cost of any proposed new expenditures to the 
ability of the economy to pay. 
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Admittedly the outstanding problem in this discussion is that of 
uncertainty. It is difficult enough to make long-range projections that 
enable us to set realistic objectives for retirement income planning. 
Today, however, we must also cope with an almost unparalleled degree of 
uncertainty in short-term projections. Without knowledge of how or when 
governments will apply various policy measures to assist the economy in 
resuming a more normal course, and without knowing the private sector's 
response to such measures, it would be futile to set a precise optimum 
date for the commencement of programs requiring increases in publics or 
private expenditure. But it would be foolhardy to advocate no action at 
all, waiting instead for a theoretical state of perfect certainty which 
is probably unattainable. 


Accordingly, the observations in this chapter are intended mainly 
as a check-list of considerations to be taken into account - first by 
governments when deciding on the specific timing and application of 
measures to restructure and improve existing arrangements for providing 
retirement income; and second, by the public when evaluating the recom- 
mendations contained in this report and assessing any policies that may 
be adopted. 


It will be clear fron this introductory section that the inter- 
relation of retirement income with other economic factors is complex, at 
least in an industrialized society. It is a most patent fallacy to 
assume that the provision of income after retirement is simply a matter 
of one group receiving while the rest of society pays. EXCeDEMEOr 
payments based strictly on need, people's entitlement to income in 
retirement arises in every instance from some contribution of value, 
tangible or intangible, over their lifetime. It could even be argued 
that needs-based payments represent a form of "insurance" benefit, paid 
for as part of the taxes which are built into the prices of the goods 
and services which everyone consumes, as well as through income taxes as 
and when people have income to be taxed. After retirement, incomes are 
still spent, saved, and taxed. In other words, retirement in no way 
implies a cessation of participation in the economic process that has 
generated one's retirement income. At the same time we have noted that 
the economy must be capable of generating sufficient income in any given 
year to support the total of all payments to the retired population, not 
omitting repayments of purely personal savings. For the purpose of 
defining the recipients of income it is therefore necessary to speak of 
an "active" and "non-active" population at a given time, while not 
forgetting that movement of people between the two groups is a normal 
state of affairs, or that payments to the retired are not "lost" to the 
economy. 


While an aggregate view of retirement income is essential to much 
of our discussion (as in Chapter 8 where net replacement ratios are 
considered) a choice of mechanisms for providing that income involves 
other important economic questions. How much of the retirement income 
objective should be met through private savings channels? Through 
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government-sponsored contributory programs? Through direct transfers 
from tax revenues? The answers may be expressed first of all in terms 
of meeting the needs of the elderly - both real and assumed needs. But 
the most workable answers are those which also take into account other 
economic realities, including the future prospects for creating higher 
living standards generally and the many factors underlying that growth: 
investment, economic incentives to produce, individual freedom to choose 
between spending and saving, and so on. Thus, the way in which we may 
decide to allocate responsibility for retirement income planning among 
governments, the private sector and individuals, does not itself rest on 
any ideological preference; but it does rely on a realistic appraisal of 
the economic system, as it is today and as it is most likely to function 
tomorrow. 


Because it is possible to foresee both a continuation of private 
sector financing and planning as major factors in economic growth, with 
government continuing to act primarily as regulator of an essentially 
voluntary economic system, it is logical to design a combination of 
retirement income programs which will best utilize the capabilities of 
both private and government sectors. It is also important to avoid 
freezing the retirement income system by formulating a single total- 
income commitment to everyone - a commitment that would remove all 
flexibility, and with it the opportunity to adapt retirement income 
mechanisms to the reality of changing economic structures. Accordingly, 
the retirement income system contemplated by this Commission is not 
impervious to change, although it is hoped that it will be less vulner- 
able than most to short-term political decisions. 


SPECIFIC COST AND BENEFIT CONSIDERATIONS 


Costs of specific government programs of pensions and income 
supplements are discussed in detail in Chapters 5 and 6 in this section 
of the report, and in Volume V (Canada Pension Plan). At this stage 
it is appropriate, in the context of a discussion of larger economic 
processes, to comment on the approach the Commission has taken to the 
problem of weighing probable cost against the desirability of various 
benefit improvements. 


The following discussion begins with a review of the demographic 
projections presented in other parts of the report, and continues with 
observations on the several areas of possible benefit improvement and 
their cost implications. 


Demographic Considerations 
Cost estimates of pension promises, those already made and those 
society may decide to make in the future, require an informed guess as 


to the numbers of people who will receive the benefits. It is also 
necessary to estimate the proportion of total population that will 


154 


appear in the retired group, and the proportion that will remain in the 
active labour force and produce income to be shared with the elderly. A 
complete examination by the Commission is set out in Volume V. The 
number Of people who will reach age 65 between now and 2045 is already 
determinable, subject to changes in mortality and immigration. There- 
fore we know within a fairly narrow range how many will be eligible for 
benefits, and their sex distribution. 


The composition of the work-force (aged 20 to 65) during the same 
period is determinable for the segment already born. For the rest we 
must rely on estimates of the birth rate in future periods. 


For reasons set out in Volume V, the Commission is not as pessim- 
istic as some other commentators about future fertility rates. The baby 
boom "echo" resulting from the absolute number of births to members of 
the baby boom itself will have a positive effect on population growth, 
especially when we consider the rate of growth in the labour force. The 
CPP contributions of those in the "echo" group will be available to 
offset the additional pension cost of their parents' retirement. In 
fact the Commission's projections indicate that the baby boom serves to 
produce a lower cost for the CPP as currently financed for the decades 
before and after 2030 than would have arisen from a more normal rate of 
population growth in the post-war years. 


On the Commission's most probable fertility assumption, which 
postulates a slight improvement in fertility rates in the 1980s before 
levelling off to the Statistics Canada rate of l (zero population 
growth) in the year 2000, we have projected population for Canada in 
selected years as follows: 


Table 4 
Population of Canada, Projections to 2050 
Total 65 and over 

(in millions) 
2000 S16 3.4 
2010 34.3 4.0 
2020 SHiY) 5.4 
2030 38.9 6.7 
2040 40.6 6.8 
2050 42.1 1S 


Source Royal Commission on the Status of Pensions 
in Ontario, Volume V, Appendix A-7. 


The Commission's projections also show that the proportion of 
females to males will increase from the 56.3 per cent recorded for 
Canada in the 1976 Census to 58.2 per cent!’ in 2050s for Ontariotthe 
figures are 58.1 per cent for both periods. However, as the following 
table shows, the female proportion will rise to a peak in 2000, fall 
back to 2025 and then resume its rise to 2050. 
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According to these projections therefore, the sex distribution in 
the population 65 and over in 2050 will be the same in Ontario, and 
only marginally different (1.9 per cent) in Canada from what it is at 
present. However when these percentages are combined with the absolute 
numbers forecast, the dimensions become clearer. 


The 1976 Census showed that for the population 65 and over, there 
were 251.5 thousand more women than men in Canada, 118.3 thousand more 
in Ontario. This differential is expected to grow over the period to 
the year 2050, and result in the figures set out in Table 6. 


Table 6 
Excess of Females over Males in the Population 65 
and over, Canada and Ontario, Selected Years 


1976-2050 
Canada Ontario 
(Thousands ) 
1976 251) 118 
2000 562 210 
2025 951 357 
2050 17226 467 


Source 1976 Census of Canada, Statistics Canada, 
Cat. 92-831, Vol. I, and data prepared 
for the Royal Commission on the Status of 
Pensions in Ontario using the Royal 
Commission's most probable fertility 
assumptions. 


The implications for Canadian society from such a growth in num- 
bers are important. Female pensioners of the year 2050 are likely to 
have spent considerable time in the work-force, unlike their mothers' 
generation; as a consequence, their benefits from CPP and individual 
pension sources will be higher, but their reliance on government support 
Such as GIS and survivor benefits is likely to be a great deal less. 
The realities of women's work patterns, contribution to society, and 
resulting expectations of rewards from it will be a major factor in 
the pension scene in the next century. These factors were taken into 
account as far as possible in projecting costs for government programs 
in the future. 


Old Age Security 


Based on its population projections the Commission has forecast the 
future costs of the Old Age Security and its supplements. For detailed 
figures see Volume V, Appendix F. Expressed in terms of GNP, which 
is also projected on the Commission's most probable assumptions, the 
following trends are notable: 
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Table 7 
Old Age Security in Canada, as a Share of GNP for 
Selected Years 


(Per cent) 
1980 aye 
1990 roo 
2000 oo 
2010 a ho bys 
2020 p47) 
2030 ee2o 
2040 99 
2050 88 


Source Royal Commission on the Status of Pensions 
in Ontario, Volume V, Appendix F-l. 


In the Table 7 projections the OAS is fully indexed to the Consumer 
Price Index only, and therefore its cost declines in relation to the GNP 
which in the projections is expanding by real growth in the economy. We 
see a trend towards an increase in the share of GNP in the years 2020 
and 2030 reflecting retirement of the baby boom population. After 2030 
the trend resumes its downward path. The same pattern is projected for 
Ontario. 


GIS and Spouse's Allowance 


The Commission's projections for the Guaranteed Income Supple- 
ment(1) and Spouse's Allowance, both with indexing to the Consumer Price 
Index, show a Similar pattern (Table 8): 


Table 8 
GIS and Spouse's Allowance as a Share of GNP for 
Selected Years 


(Per cent) 
1980 62 
1990 49 
2000 233 
2010 ~ 34 
2020 52 
2030 aoe 
2040 ~ 24 
2050 APAY 


Source Royal Commission on the Status of Pensions 
in Ontario, Volume V, Appendix F-4. 


We note that the downward trend resumes earlier (2020) than for the OAS. 


This reflects the link between the CPP and GIS. With a maturing CPP, 
fewer of the population will require GIS for income support. 
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Maturing of the CPP is expected by the late 1980s, after the YMPE 
has escalated to the average wage level and that level has become fully 
reflected in the three-year averaging on which retirement pensions are 
based. Those receiving "mature" CPP/QPP pensions will account for a 
gradually increasing proportion of the elderly population; their higher 
incomes in turn will mean a significant long-term reduction in total 
expenditures for GIS and other income supplements for those 65 and over. 
Possible abolition of mandatory retirement and the splitting of CPP/QPP 
credits in the event of divorce would Operate in the same direction 
and slightly lower the use of GIS. However, the effect of inflation 
on private pensions and annuities is to reduce their real value and 
thus increase claims on GIS. Post-retirement pension improvements 
in employment plans will not cover all losses due to inflation, and 
annuities from RRSPs and other arrangements do not in general increase 
with inflation. 


Future expenditures on income supplements, taken separately, may be 
expected to be affected, marginally at least, by the way in which the 
income test acts to offset one type of benefit against another, and also 
by the operation of various tax credits. The new residence formula fOr 
OAS pensions (when phased in) will reduce the amount of OAS benefit 
payable to some in the over-65 group and so lead to an increase in 
claims for income supplements. On balance, however, it is reasonable to 
forecast a declining trend in costs for GIS and Spouse's Allowance in 
relation to the GNP. 


To get some idea of the magnitude of the costs for OAS and GIS and 
Spouse's Allowance we may compare them with projections of cost for the 
CPP on a pay-go basis (see Volume V, Appendix D). Table 9 uses Canada 
Pension Plan figures only, as the Commission did not project costs for 
the Quebec Pension Plan. Consequently the results can be examined 
only in relation to CPP costs and not as a percentage of GNP. All 
projections are based on the Commission's most probable fertility and 
economic assumptions. 


Table 9 
CPP, OAS, and GIS and Spouse's Allowance (Canada less Quebec) as a 
Percentage of CPP Contributory Earnings in Selected Years 


CPP OAS GIS and SA Total 
(Per cent) (Per cent) 

1980 2.86 4.83 05 9.34 
1990 4.61 3.90 oe ths 9.66 
2000 Sede: ob: 93 O59 
2010 6.34 2580 5 8.89 
2020 8.08 B.02 Bie LAR Se 
2030 9228 S20: ee 13.01 
2040 Soy 2.41 255 Li33 
2050 9745 Zale - 46 12.05 


Source Royal Commission on the Status of Pensions in Ontar1lo, Volume V, 
Appendices F=2 and F-5. 
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From Table 9 we can see how the cost of total social security 
programs will tend to rise until 2030, drop slightly for the next decade 
or so and then begin to rise again. However, the share of cost of 
various programs will differ, with OAS, GIS, and GIS and SA declining as 
a share of the total. This results not only from the improvement in the 
economic status of those receiving GIS and SA but also because these 
benefits rise with prices rather than wage levels. 


GAINS 


In addition to its share through taxes of the federal government 
programs, Ontario must also consider costs of its own programs. The 
Commission has not made projections for the cost of GAINS. However, we 
can see from the Ontario Financial Report for the year ending March 31, 
1979 that total GAINS payments for the year were $99 million. This 
figure includes payments for certain classes other than those 65 and 
over, but the total amount took up only slightly more than one-tenth OF 
one per cent of the Gross Provincial Product of $90,250 MiLUETON j~rOmetoc 
year ending December 31, 1978. As the Canada Pension Plan matures, we 
may expect GAINS to decline in importance in the same fashion as the 
GIS. 


Other Ontario Benefits 


Figures in the Ontario Financial Report for the cost of other bene- 
fits were not broken out for those 65 and over. These other benefits 
for the fiscal year ending March 31, 1979 were as shown in Table 10. 


Table 10 

Selected Benefit Costs, Ontario, 1978-79 

PE UN ere eat awe a aa Te at we ec ie ON te 
(Millions of dollars) 

Family Benefits Act and General 


Welfare Assistance Act 586 
Ontario Drug Benefit Plan 89 
Housing Subsidization OZ 
Ontario Tax Credits 434 
OHIP Premium Relief 340 
Total 1,541 


(1.7 per cent of GPP) 


Source Province of Ontario Financial Report 1979. 


Total direct income support payments to all low-income residents 
(including GAINS) totalled 1.8 per cent of GPP. 


Budget Paper B appended to the Ontario Budget 1978 dealt specifi- 
cally with estimated cost relief to Ontario pensioners (presumably those 
65 and over) for the fiscal year ending March 31, 1978. Although the 
figures in Table 11 cannot be compared directly to those in Table LO 
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they do provide some help in realizing the extent of assistance to 
Ontario's older population through programs other than GAINS. 


Table 11 
Cost Relief to Ontario Pensioners, 1977-78 


Cost in millions 


of dollars 
a ew OP ACOLLALS 2» 


OHIP Premium Waiver(a) 154 
Ontario Drug Benefit Plan 13 
Subsidized Nursing Homes(b) 130 
Subsidized Homes for the Aged (b) 109 
Subsidized Housing(a) 54 
Total 520 


a Includes spouses under 65 and any other other 
dependents. 
b Cost shared with the federal government. 


Source Ontario Budget 1978. 
Health Costs in the Future 
ee eee tt CCT EUCULE 


A large part of the costs in Table 11 relates LO Neat Cares wert 
has been suggested that with the growth in numbers of those 65 and over 
and the increase in the ratio of this group to the 20-64 age group, 
health costs will explode in future years. The report of the Ontario 
Council of Health in 1978, Health Care for the Aged, indicates that this 
is not necessarily so. It points to the changing age structure of the 
Older population of Ontario. Based on the population projection of 
Statistics Canada the report notes: 


"In brief, the number of persons who will be between 75 and 79 
years of age and in the age groups over 80 will increase propor- 
tionately at a faster rate than those in the younger groups among 
the older population, that is those 65-69 and 70-74 EGSPeCtively. 
For example, those persons aged 65-69 in Ontario will increase 
between now (1976) and the end of the century by 54.4 per cent; 
those between the ages of 80 and 84 will increase by 97.1 per cent; 
and those who are 90+ years will increase by 191.3 per cent."(2) 


The Council also stressed the need to design programs for the 
various segments of the older age groups and to avoid assuming all over 
65 to be alike. They explain: 


"It is increasingly recognized that Canadians 65 to 74 years of age 
are, aS a whole, relatively problem free. The majority are still 
married, friends of the same age are living, they are in relatively 
good health and are managing reasonably well economically because 
of two or more pensions. After age 65, the problems of ill health, 
widowhood, loneliness, poverty and so on are all fairly generally 
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on the increase and similarly with the need for health and social 
services. As age increases the need for and the prospect of 
institutionalization increases. Data from the United States and 
the United Kingdom indicate that those past 78 are about three 
times as likely to be residing in an institution as those in the 
age group 65-74."(3) 


Based on the fact that the "young old" group (65 to 75) are better 
educated, better off and healthier, we may expect that this group will 
be less of a burden on the productive group of society, both for income 
support and health care, than it is, relatively speaking, at the present 
time. The "old-old" (85 and over) however will increase at a faster 
rate proportionately by virtue of the same conditions and will require 
more care. On balance, it is possible to forecast that health costs for 
the oldest segment of the population will be somewhat offset by the de- 
creased requirements of those 65 to 75. While costs of health care will 
rise, the increase can be controlled by planning now for more effective 
delivery of health care. 


Effects of Inflation 


OAS, GIS, and CPP retirement benefits in payment are fully linked 
to increases in the Consumer Price Index. How will continuing high lev- 
els of inflation affect the costs of these programs? In its projections 
for each program, the Commission had the cost broken out for the benefit 
without indexing, and the indexed portion. 


Table 12, based on the Commission's most probable fertility and 
economic assumptions, shows how OAS costs are affected by inflation. 
Our projections express expenditure as a percentage of GNP. 


Table 12 
Old Age Security, Canada, Projected Expenditures, 
Selected Years, as a Percentage of GNP 


Non-indexed Fully indexed 
(Per cent) 
1980 WaAbys: JERI Ae 
1990 -88 1.59 
2000 sy) 38 
2010 Sah8) Heys Ef) 
2020 wee Ui PDy! 
2030 5 28 
2040 .08 99 
2050 505 88 


Note Based on the Royal Commission's most proba- 
ble economic and fertility assumptions. 


Source Royal Commission on the Status of Pensions 
in Ontario, Volume V, Appendix F-l. 
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In addition, the Commission made projections based on its low/low 
fertility assumptions and its high economic assumptions - assumptions 
which, taken together, would seem to represent the worst position pos-— 
Sible for the future. The results are found in Table 13. 


Table 13 


Old Age Security, Canada, Projected Expenditures, 
Selected Years, as a Percentage of GNP 


ee 
Non-indexed Fully indexed 


(Per cent) 
1980 Lae 1.69 
1990 «fell wy 7 
2000 5 an 39 
2010 2) / 1.24 
2020 ala L638 
2030 06 1.46 
2040 303 13.1.9 
2050 SOL 1.00 


= "pe preeeeeemer er 
Note Based on the Royal Commission's low/low 
fertility and high economic assumptions. 


Source Royal Commission on the Status of Pensions 
in Ontario, Volume V, Appendix G-8. 


Comparison of the figures in Tables 12 and 13 must be done with 
care because with the differences in fertility rates we have no constant 
base to which to apply the change in the indexing. GNP projections are 
also affected by the fertility rates. However we can see that the 
cost of a fully indexed OAS by the year 2000 is nearly 3 times the 
non-indexed benefit under the Commission's most probable inflation 
assumption, (Table 12) and four times the non-indexed benefit under the 
higher inflation assumption (Table 13). By 2030 the total cost is eight 
and a half times the non-indexed benefit on most probable inflation 
(Table 12) and 24 times on the high inflation assumption (Table 13). 
Keeping in mind that the two inflation assumptions are 4 per cent and 6 
per cent, it is readily apparent what an expanding impact continuing 
inflation at high rates would have on the cost of the benefit. The two 
tables also indicate how different rates of inflation would affect the 
value of the benefit to the recipient group in relation to GNP. A 
non-indexed OAS pension would Obviously lose its real value more rapidly 
with a higher inflation rate. Under either inflation assumption the 
benefit is seen to become virtually worthless in two or three decades 
without some form of indexing. 


Table 14 shows a similar breakout for indexing and non-indexing 


of the CPP, as currently financed, as a percentage of contributory 
earnings. 
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Table 14 
Canada Pension Plan Retirement Benefits Only, as 
a Percentage of CPP Contributory Earnings 


Indexing 

Non-indexed Component Total 

(Per cent) (Per cent) 
1980 1.44 -28 (16) (a) liye” 
1990 2e27 74 
2000 2.05 99 
2010 S55 AN Ve Ld (25))Ca) Ae o2 
2020 4.43 ay 
2030 Syl ia) 1.39 7.05 
2040 4.63 1.99 
2050 5.19 Pe Ol (25) (a) Ta20 


Note Based on the Royal Commission's most proba- 
ble economic and fertility assumptions. 


a Figures in brackets represents the percentage 
of the indexed portion of the total. 


Source Royal Commission on the Status of Pensions 
in Ontario, Volume V, Appendix C-l. 


Fron Table 14 we can see that the portion attributable to indexing 
rises from 6,per cent of the. total in 1980 to 28 per Cent in 2050. 
Since CPP benefits reflect movements in the Average Industrial Wage up 
to retirement, the Consumer Price Index element is a less significant 
part of the overall cost than it is for OAS, GIS and the Spousews 
Allowance. 


Wage and Price Indexing 


As we have seen, government programs are indexed in some way to 
cope with loss of purchasing power resulting from inflation. OAS, GIS 
and SA are increased in line with increases in the Consumer Price Index 
while CPP pensions are indexed to the Average Industrial Wage up to 
retirement and thereafter to the CPI. 


Some briefs to the Commission have called for indexing government 
programs to wages so that recipients will share in the productivity 
gains made by the economy after their assumed withdrawal from the work- 
force. The Commission would not favour such a change. We have seen how 
indexing to the CPI affects the cost of the OAS and the CPP, and to 
move to wage indexing would be even more costly. Before undertaking 
additional costs one must examine the goal of indexing. 


Because the promise for retirement income continues over a number 
of years it is usual in government programs to build in an adjustment to 
ensure that the principles of adequacy and replacement will be satis- 
fied. With the OAS, GIS and SA the government role is to provide a 
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minimum which will be adequate in retirement. In the Commission's 
Opinion it is necessary for ensuring continuation of adequacy that 
the minimum be increased with increases in the CPI. That assurance 
of consumption adequacy is sufficient in our opinion for government 
programs which, in addition to their retirement income objectives, 
must also allow room for sufficient economic incentive to the active 
population. 


Wage indexing before retirement, however, may be consistent with 
the replacement goal, as in the CPP where initial benefits are linked to 
the AIW. After benefits commence, indexing to the CPI is all that is 
necessary to maintain the consumption level in retirement. 


It should be noted too that where wage indexing is in place its 
cost cannot be linked solely to each year's GNP. Therefore in making 
any promise for wage indexing the impact over the long term of what is 
promised must be carefully assessed. 


The Commission believes that retirement income provision at low 
levels of income should be related to need only. The universality 
of the OAS runs counter to this but probably must be continued on a 
universal basis because of the former earmarked taxes. 


Increasing CPP Benefits 


Many of the briefs to the Commission suggested that the benefit 
structure of the CPP be increased to a higher percentage of the Average 
Industrial Wage. Although the CPP is now paid for out of contributions 
by workers and employers it is necessary to consider the cost to the 
economy Of such proposals. Since the CPP is not fully funded it repre- 
sents for the most part an immediate transfer from the productive to 
the non-productive portion of the population. The Commission has 
carefully considered in Volume V the cost effects of the CPP in light 
of demographic trends and inflation, and has concluded that with a 
reasonable rate of growth in the economy in the future the present 
benefit structure (based on 25 per cent of contributory earnings up to 
the AIW) is viable without requiring undue demands on the work-force of 
the future. However to improve the benefit structure of the CPP either 
on its present funding basis or on a fully funded basis would have major 
implications for the economy. 


The CPP is presently partially funded and its current cost is paid 
partly from earnings on the fund. On the premise that the partial 
funding is a charge on the GNP it appears desirable to move to full 
funding; but the Commission has rejected this approach for the several 
reasons set out in Volume V of the report. The consequences of this for 
the GNP are discussed in the Donner-Lazar paper on the capital markets 
in Volume IX of the report. Because of the large indebtedness of the 
various provinces to the CPP it seems impossible or undesirable in 
terms of cost to alter substantially the existing financing of the 
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CPP. However to compound these difficulties by increasing the benefit 
structure of the CPP now or in the future in the Commission's opinion 
would be unwise. 


As an alternative, the Commission proposes a mandatory employ- 
ment pension plan with a money-purchase design. Over the long term a 
significant improvement in the level and distribution of benefits will 
be achieved. At the same time, the fully-funded basis of this plan will 
contribute to the capacity of the economy to grow and therefore produce 
the promised retirement income. 


CONCLUS TONS 


The following points should be taken into consideration when any 
planning is done for retirement income provision. To ignore any of them 
is to court economic consequences which the Commission believes in the 
long run are unacceptable. 


Without any improvements in existing benefit levels and design of 
government programs, OAS, GIS and SA, and GAINS, demographic trends 
indicate additional costs both because of longer life expectancies 
and trends towards a greater proportion of women than men surviving 
into retirement. Continuing inflation and benefit indexing also 
mean higher costs for existing programs. 


This cost burden can be borne easily or with difficulty depending 


a) on the size of the work-force, which will in turn be affected 
by birth rates, immigration and emigration and work-force 
participation rates; and 


b) on the productivity of the work-force, i.e., its ability to 
provide a real rate of growth in the Gross National Product. 


Forecasts for real growth in the GNP during the 1980s generally 
agree that growth will be slow and will not return to the rates of 
growth experienced in the 1960s. Some predict zero growth for the 
early 1980s. 


Real growth in GNP is dependent in large measure on capital invest- 
ment which is fostered by long-term savings. To the extent that 
government increases its share of GNP by transfer payments and 
financing of its deficit through personal and corporate income 
taxes, the amount of GNP available for long-term capital investment 
will decrease, and with it the productivity of the work-force (the 
measurement of real growth in GNP). The lower the productivity the 
greater the burden of existing programs on the work-force. 
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The overall effect of these factors in the Opinion of the Commis- 
Sion is to create a climate for the 1980s in which any increases in 
existing government programs should be approached with great caution. It 
is a time, the Commission believes, when, recognizing that our resources 
for these programs are not limitless, we should husband those resources 
and live with the realities of the 1980s. Two ways of doing this are 
clear to the Commission. 


First: Any increases in existing government programs should be allo- 
cated on a needs basis only. This means that the OAS need not 
be increased on a universal basis; that net replacement ratios 
are an essential approach in assessing needs; and that indexing 
to wages, post-retirement, need not be instituted. 


Ontario is in a position now to control future costs for its 
elderly by making policy decisions on a needs basis only. De- 
tailed cost considerations are set out in Volume rmachapter ue. 
It is important for the Government of Ontario to resist any new 
proposals for its programs which could be universal in nature, 
and also to reduce universality in existing programs as far as 
possible. 


second: Any increases should be costed on a realistic basis to reveal 
in detail both present cost and projected cost. These costs 
must then be set into the framework of the share of GNP re- 
quired to cover such costs, and the effect such allocation will 
have on capital investment. Real growth in GNP should be 
monitored with care to assess how much can be set aside for 
retirement income provision both from present consumption and 
Savings. 


An example of a policy change recommended by some which requires 
Such cost assessment is the lowering of the age at which government 
programs are made available. Dr. Pesando discusses some of the economic 
implications of such a move in his paper on "Trends in Retirement Age" 
printed in full in Volume VIII of this report. His analysis does 
not include any calculations as to actual cost but points out where 
shifts in cost might take place. From this it can be seen that however 
popular an age reduction might be politically, its cost implications are 
far-reaching and may not be what Canada in the 1980s can afford in 
relation to other measures. 


An even more cogent example is found in the Canada Pension Plan. 
Increasing the CPP is advocated by many as a quick, efficient, and 
politically feasible answer to a number of perceived needs for retire- 
ment income. The Commission has examined and rejected this option as 
inconsistent with the realities of cost and economic consequences out- 
lined above. The greatest weakness in such an approach, the Commission 
believes, lies in its economic consequences for the future: 


167 


‘LS 


Present contribution rates for the CPP result in a buildup of 
funds from the excess over benefits paid. To this extent the 
CPP represents savings, at least, insofar as they have been 
invested in productive assets and have not simply replaced 
provincial taxation. If no changes are made in the contri- 
bution rates to CPP, the savings accumulated since 1966 will 
gradually disappear around the year 2000. If benefits (and 
presumably contributions) are increased, CPP savings will 
increase proportionately during the period when contributions 
exceed benefit payout. ‘The amount of savings and the period of 
their accrual would depend on various factors and would not 
necessarily coincide with the present forecasts of "critical 
years." 


Much controversy has raged over the utilization of these 
savings in the CPP. If one believes that the savings have in 
fact encouraged government spending rather than investment, 
then increasing the monies available to government for these 
purposes could serve to expand the money supply once more and 
fuel more inflation. If changes can be made to allocate the 
savings into capital investment an increase in saving could 
result in real growth in GNP. 


The Commission is not persuaded, as discussed in detail in 
Volume V, that the mechanisms exist for controlling the use of 
savings in the CPP over the long run to ensure their use as 
capital investment funds. 


Because CPP cost is now below the contribution levels and 
should continue to be until the middle 1980s and after, de- 
pending on real growth rates in the GNP, we have an opportunity 
to put in place a plan which will in the long run provide 
retirement income built on private capital investment. The 
PURS plan recommended by the Commission, while requiring a long 
time to mature, will provide directly for long-term investment 
which will be allocated through the private capital markets. 
The additional capital investment will generate real growth in 
the GNP. The government will be required to borrow at market 
rates rather than under artificial rules set up under the CPP. 
Thus, PURS will increase real earnings before retirement and 
will provide the resources to pay pensions after retirement. 


Part of the appeal in increasing the CPP is the apparent low 
cost of doing so. Various subsidies have been available in 
the CPP (such as full pensions after only 10 years' contri- 
butions) which make a CPP pension look inexpensive. The 
Commission expects some upturn in the birth rate to ease the 
intergenerational burden implicit in the funding design of the 
CPP. However the real problem arises from the single fact that 
the true cost of CPP benefits is obscured. To increase the 
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CPP on this same basis is only to continue to ignore true 
costs. Again, the PURS plan recommended by the Commission 
puts the cost-benefit relationship in clear perspective. If 
the economy prospers, real rates of growth will enhance the 
benefits accruing under the PURS plan. Each person will pay 
for his or her own pension and will also benefit from his or 
her own contributions. 


4. Continuing or increased emphasis on the position of the CPP 
in a retirement income system, so long as the cost-benefit 
relationship is not equalized, has a little-realized effect on 
the whole field of retirement income provision. As we have 
seen in Volumes VI and VII, the employment pensions provided 
for employees of the public sector occupy a very large part of 
employment pension provision. Costs of these pensions are a 
concern of the Commission and of the public. Nearly all of 
these plans are integrated with the CPP. Any increase in the 
benefit structure of the CPP therefore without providing for 
payment of the full cost of the CPP benefit now (i.e., full 
funding) would result in a lower cost to the public sector for 
the portion of its pension promise covered by the CPP. The 
result would be to obscure further the cost of public sector 
pension promises. The Commission is of the opinion that cost 
controls for public sector pensions are imperative and that the 
basis for such controls is an ability to identify the true 
costs. 


5. Increasing CPP benefits also brings with it automatic inflation 
protection and therefore higher costs. We have discussed in 
Volumes sche cftcct of inilation onuGPPicosts., ainusimohy 
increasing the CPP more issues are raised as to how much infla- 
tion protection is needed and how it is to be handled. 


We have referred to the almost unprecedented degree of economic 
uncertainty which faces Canada as we move into the 1980s. Policy 
decisions made in the next few years in the area of retirement income 
provision must take into account that uncertainty by avoiding commit- 
ments, especially in new government programs, involving large additional 
claims on current income for consumption purposes. At the same time, it 
is necessary that we identify and attempt to deal as promptly as possi- 
ble with the income needs of the elderly, and take steps to inaugurate a 
retirement income system that will progressively improve the financial 
security of the retired population, present and future. 


Consistent with that aim, the Commission has arrived at a strategy 
which leaves government with a well-defined role of ensuring adequacy of 
retirement income at age 65 and the private sector with an enlarged role 
in assisting individuals to provide for continuation of lifestyles after 
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retirement, with as much choice in timing of retirement and level of 
retirement income as the system can reasonably provide. 


On the government side, it is essential that initiatives in carry- 
ing out this strategy be based on a demonstrated need to achieve income 
adequacy, and not on an extension of the universal approach. And in 
both the public and private sectors there is a need to determine and 
disclose the costs involved in any program that is to be instituted. We 
must not be induced to make or accept pension promises for which we are 
not prepared to pay, directly or indirectly. 
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NOTES 


(1) Projections based on levels in force at January 1, 1979. 


(2) Report of the Ontario Council of Health, Health Care for the Aged, 
1976, De, 226 
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Chapter 18 


Constitutional Issues and Retirement Income 


PENSIONS AND THE CONSTITUTION 


Pensions are not specifically referred to in the British North 
America Act, 1867, which established the distribution of legislative 
powers between the Parliament of Canada and the provincial legislatures. 
Since no explicit constitutional provision existed, jurisdiction over 
employment pensions has been assumed by the provinces through their 
power to legislate in matters affecting PrODer ty andecl Vile rights. 
Legislation in the area of public pensions (government programs) has 
developed through a sharing of jurisdiction, in practice and by virtue 
of constitutional amendment. Pension development both in employment 
pensions and government programs, has been and still is characterized 
by a high degree of co-operation not Only between the provincial and 
federal governments, but among the provinces themselves. 


GOVERNMENT PROGRAMS 


Before passage of the Old Age Pensions Act in 1927, ancome for the 
elderly was provided through municipal relief or private charity. The 
British North America Act (sec. 92.7) granted the parliament of each 
province the exclusive power to legislate with regard to the "estab- 
lishment, maintenance and management of hospitals, asylums, charities, 
and eleemosynary institutions in and for the province, other than marine 
hospitals." No provision existed for social security as we know it 
today; hence this clause was regarded as the constitutional basis for 
legislation in respect of government pensions. 


The 1927 act authorized the federal government to enter into an 
agreement with the provinces to pay half the cost of pensions paid under 
provincial legislation. The province was assumed to have jurisdiction; 
therefore without provincial participation there could be no old age 
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pension. Ontario joined the program in 1929, but it was ten years 
before all the provinces were participating. 


This was the situation until 1951, when the 1927 Act was replaced 
by the Old Age Security Act, which provided a universal pension at age 
70, and the Old Age Assistance Act which provided an income-tested pen- 
sion for those aged 65 to 70. A constitutional amendment was required 
to permit these programs. This was the second amendment to the BNA 
Act involving social security legislation; a previous amendment had 
been made (in 1940) to accommodate the Unemployment Insurance Act. (This 
Federal scheme was first enacted in 1935 but was found by the Supreme 
Court of Canada and the Privy Council to be beyond the legislative 
competence of Parliament). Section 94A was enacted to provide that: 
"the Parliament of Canada may from time to time make laws in relation 
to old age pensions in Canada, but no law made by the Parliament of 
Canada in relation to old age pensions shall affect the operation of 
any law present or future of a Provincial Legislature in relation to 
old age pensions." Thus, provincial paramountcy was assured and the 
federal government could proceed with the old age security programs. 
The provinces remained free to enact their own income programs for 
the elderly. Six, including Ontario (GAINS), have introduced income 
supplements for needy persons over 65. 


The Old Age Security pension was financed originally by a spe- 
Clial tax, while the income-tested Old Age Assistance was a shared-cost 
federal-provincial undertaking. Subsequent developments saw a reduction 
in the age requirement for the universal OAS pension from 70 to 65; a 
consequent phasing-out of Old Age Assistance; and a federal program of 
income supplements for needy Old Age Security recipients. 


When the Canada Pension Plan was first introduced in the House of 
Commons in 1963, the federal government had the constitutional authority 
to enact an earnings-related contributory pension plan without provin- 
cial consent by virtue of Section 94A of the BNA Act. However it was 
proposed that the benefits payable should include survivor, death, and 
disability benefits. Inclusion of these benefits required provincial 
consent since they were not specifically old age pensions. 


Lengthy negotiations with the provinces eventually resulted in the 
Canada Pension Plan and a parallel Quebec Pension Plan. The BNA Act was 
amended by the re-enactment of Section 94A as follows: 


"The Parliament of Canada may make laws in relation to old age 
pensions and supplementary benefits, including survivors' and disa- 
bility benefits irrespective of age, but no law shall affect the 
Operation of any law present or future of a provincial legislature 
in relation to any such matter." 


The Canada Pension Plan was established by a federal act, which 
applies unless a province establishes its own plan. The provincial plan 
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must provide benefits "comparable to those provided under the Act." The 
CPP and QPP are comparable but not identical, e.g., the QPP provides for 
a child-rearing dropout. The plans are interrelated with regard to 
recognition of contributions and benefits. 


Any amendment altering a level or class of benefits, rates of 
contributions, contribution or benefit formulas, operation of the CPP 
Account or Investment Fund or the CPP Advisory Committee cannot come 
into effect unless: "the Lieutenant-Governor in Council of each of at 
least 2/3 of the included provinces, having in the aggregate not less 
than 2/3 of the population of all of the included provinces, has signi- 
fied the consent of such province thereto." Ontario, with over 2/3 of 
the population of the included provinces (all provinces except Quebec) 
has a veto over changes to the CPP. Quebec may amend the OPP subject to 
the comparability requirement. Federal-provincial co-operation was 
required for the constitutional amendment, the design of the legis- 
lation, and the operation of the program. The CPP is designed and 
Operated as a joint program. 


Although the provinces have the primary legislative authority 
in the area of government pensions, the federal government has assumed 
the leadership historically. The federal role is enhanced by the 
spending power of the federal Parliament. The end result is a combined 
federal-provincial role in government pensions for the elderly. However, 
the federal government alone provides the bulk of income to the needy 
elderly. 


The 1979 Task Force on Retirement Income Policy (Lazar Report) 
considered the advisability of withdrawal by the federal government from 
the area of income-tested programs on the ground that the provinces 
are responsible for social assistance policies, and also because of 
variations in need from one province to another. The Task Force pointed 
out that the federal government has an accepted role in maintaining 
minimum national standards for the elderly, and its withdrawal might run 
counter to any plans for a more broadly based federally-administered 
guaranteed annual income program. 


The Commission recognizes a consensus that the aim of ensuring a 
basic level of income in retirement to the needy elderly is best served 
by a national approach. The provinces have agreed to share this power, 
while reserving their legislative aUenObI tye yOvera lie ins Eact, vthe 
provision of retirement income by government programs has been a shared 
responsibility and co-operation has been effected. 


Employment Pensions 


Employment pensions are essentially a matter of provincial juris- 
diction as "property and civil rights in the province." However, 
pensions for federal government employees and employees of companies 
regulated by federal legislation such as banks are governed by federal 
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legislation. Federal civil servants are members of the Public Service 
Superannuation Plan and pension plans for employees of federal under- 
takings are governed by the Pension Benefits Standards Act (Canada). 


In addition, the federal government exercises considerable control 
through its power, under the Income Tax Act, to accept pension plans for 
registration to qualify for deduction of contributions and exemption of 
investment income for tax purposes (as described in Chapter 14). 


Six provincial governments (Alberta, Manitoba, Nova Scotia, Ontario, 
Quebec, and Saskatchewan) have enacted legislation regulating pension 
plans. These acts are similar; all require plans to be registered with 
a provincial authority and comply with standards of vesting, solvency, 
investment, and disclosure. Relevant provisions of the Ontario Pension 
Benefits Act are discussed in Chapter 13; also in Chapter 8 (vesting) 
and Chapter 9 (funding, solvency). 


The first provincial pension legislation, indeed the first private 
pension legislation in North America, was enacted by Ontario in 1963 
following the report of the Ontario Committee on Portable Pensions. The 
pension legislation did not come fully into effect until January 1, 
1965. Prior to this time, the only regulation of pension plans was that 
exercised indirectly by the Department of National Revenue. Contribu- 
tions to plans had been deductible since 1917 but regulation was slight 
until 1947. At that time, guidelines were issued dealing with vesting 
(required at age 50 with 20 years' service) and funding. Regulation of 
vesting was discontinued in 1959 when the federal government's power to 
regulate vesting was attacked on constitutional grounds. 


Federal control continues to be extensive through the enactment of 
a detailed set of guidelines at the taxation administrative level. 
These information circulars deal with many aspects of plan design in- 
cluding funding, investment of plan funds, and payment of benefits. 
In certain areas the tax guidelines are quite detailed, especially 
on some topics not covered by provincial legislation. For example, 
the current information circular (No. 72-13R6) deals extensively with 
the maximum pension benefit and other benefits allowed, retirement 
age and contributions - all matters not dealt with specifically in 
provincial legislation. There has been no constitutional challenge to 
the departmental rules. 


The goals of tax policy and pension benefits policy are not iden- 
tical. Certain conflicts exist. For example, in setting actuarial 
assumptions, the tax guidelines prevent the adoption of salary scales 
exceeding the assumed interest rate, while pension benefits legislation 
favours more realistic salary scales. Pension benefits legislation must 
therefore be in concert with tax policy to preserve tax deductibility. 
The need for reconciling the two somewhat different approaches is recog- 
nized in the practice of consultation between taxation and provincial 
supervisory authorities - not on specific cases (because of the need 
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for confidentiality) but on a workable approach to certain classes of 
administrative problem. Barring a constitutional challenge at one level 
or the other, this co-operation is likely to continue. At present, 
therefore, none of the apparent conflicts seems to represent a practical 
obstacle to effective administration. 


Uniformity of Employment Pension Legislation 


In a country where authority is decentralized among the provinces, 
a uniform legislative approach is necessary for matters affecting busi- 
nesses which operate in more than one province and people whose job 
locations change from one province to another. Employment pensions in 
particular, involving as they do both employers and employees, require a 
high degree of uniformity as to legal provisions and administration. 


Three aspects of uniformity should be commented on. The first is a 
uniform position on whether the rights and obligations arising out of 
employment pension plans should be the subject of legislation. Of a 
possible eleven jurisdictions including the federal government, seven 
have pension benefits legislation. New Brunswick, British Columbia, 
Newfoundland, and Prince Edward Island have no comparable legislation. 
As a result, employees moving from a jurisdiction with no legislation 
into a jurisdiction with legislation have no protection for pension 
credits in the jurisdiction without legislation. Even with complete 
uniformity of legislation and regulation in seven jurisdictions, a 
pension system would not be possible. It is to be hoped that British 
Columbia which has been considering pension legislation for some time 
will see fit to pass a Pension Benefits Act soon, and that New Bruns- 
wick, Newfoundland and Prince Edward Island will. follow suit. The way 
would then be open for effective uniformity in the two other aspects: 
policy and regulation. 


Uniformity in policy and uniformity in regulation are not always 
clearly distinguished. We may take vesting as an example. Whether 
or not there should be preservation of pension rights on termination is 
a matter of policy. The extent of that protection is also a policy 
matter in setting the vesting rule or conditions to be satisfied before 
rights are preserved. The application of the vesting rule in specific 
Situations is then a matter of regulation. 


The seven jurisdictions with pension benefits legislation have 
worked out arrangements for uniform administration, and common regis- 
tration procedures are in operation. 


The Ontario Pension Benefits Act (Section 10) provides that the 
Pension Commission of Ontario may enter into agreements with the author- 
ized representatives of a designated province or the Government of 
Canada to provide for the reciprocal registration, audit, and inspection 
of pension plans. The Pension Commission has so designated Alberta, 
Quebec, the Northwest Territories and Yukon Territory, Saskatchewan, 
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Manitoba, and Nova Scotia, and has entered into reciprocal agreements 
with each, as well as with the Government of Canada. By such agreements 
plans are registered in the province or jurisdiction where the plurality 
of members are employed, and the registering authority undertakes to 
apply the law of all other authorities having jurisdiction in respect of 
a particular plan. 


Common registration procedures have worked well in practice, but 
there 1S now considerable concern about the preservation of uniform 
regulations. The Canadian Manufacturers' Association (Brief 210) 
referred to the fact that many employers have operations in several 
provinces and therefore it endorses "the principle of uniform standards 
and legislation covering private pension plans." 


The Trust Companies' Association (Brief 361) stated. 


"One of the primary objectives of Federal and Provincial leg- 
islation in the pension field was to develop uniform rules and 
requirements across Canada, so that pension administration could be 
Organized to allow plan sponsors whose operations extend beyond a 
Single province to file with only one regulatory authority, namely 
that of the jurisdiction in which the majority of employees are 
located. 


"While this principle has been well stated, the practical applica- 
tion of it is quite another matter. Pension legislation itself 
has become more comprehensive and complex, and the variations 
among the several pension jurisdictions have increased and added to 
the complexity. The application of human rights legislation to 
employee benefits has compounded the problem. This situation 
should receive serious consideration, as it is a deterrent to the 
encouragement Of private pension plans." 


Among the existing differences in provincial and federal legisla- 
tion are: 


Vesting 


Manitoba differs from the other provinces having pension benefits 
legislation, and Canada in providing conditional vesting after 10 years' 
service without an age requirement. All others use a vesting rule of 
age 45 and 10 years of service. Recent amendments in Saskatchewan, to 
come into effect in July 1981, will require vesting where years of age 
and service total 45. 


Minimum Benefit 


Not all of the legislation provides that a plan member's pension 
must be equal at least to the value of his or her own contributions. 
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Disclosure 


Manitoba requires Substantially greater disclosure than other 
provinces. Disclosure rules vary among the other provinces. 


Integration 


Various methods of integrating government benefits (CPP and OAS) 
are permitted. 


Funding 


Test valuation rules differ for Ontario, Quebec and the federal 
jurisdiction. Other provinces do not have test valuation regulations. 
Only Ontario and Nova Scotia exempt post-retirement indexing from regu- 
lar funding requirements. 


Financial Statements 


Quebec requires annual filing of certified financial statements. 
Federal regulations require certified financial statements and triennial 
filings of such audited statements. Ontario accepts a certified state- 
ment by the plan sponsor on the assets of the pension fund. 


Successor Employer 


Ontario, Manitoba, and Nova Scotia require that if an employer 
sells all or part of the business without providing for the assumption 
of pension obligations by the new employer, employees remain entitled to 
accrued benefits under the original employer's plan. Re-employment by 
the successor employer is not treated as termination of service under 
the original plan. Service with both employers is counted as continuous 
Service for vesting and eligibility rules under the successor employer's 
plan. Other jurisdictions do not have these provisions. 


Contributions 


Employer contributions must be made quarterly under the federal 
regulations and within 120 days of the plan's fiscal year end for oth- 
ers. Employee contributions must be submitted within 60 days for Sask- 
atchewan, Manitoba, and Nova Scotia, within 30 days of deduction for 
Ottawa, and within the following calendar month for Ontario. Alberta 
and Quebec have no time limit for remittance of employee contributions. 


Priority on Termination 


Only Quebec makes specific provision for priorities in the distri- 
bution of assets when a plan is terminated. 
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The above list is not exhaustive, but it suggests the complexity of 
pension administration for employers carrying on business in more than 
one jurisdiction, for employees moving from one province to another, and 
for the supervisory authorities. It also indicates a significant lack 
of uniformity in both policy and regulatory aspects. 


The Canadian Association of Pension Supervisory Authorities (CAPSA) 
was formed in May 1974 composed of one designated person from each ju- 
risdiction having pension benefits legislation. The initial signatories 
to the founding agreement were Ontario, Quebec, Alberta, Saskatchewan, 
and the federal government. Since that time, Manitoba and Nova Scotia 
have joined the association. The objectives as set out in the founding 
eGEcCenentaares 


1. to assess the legislation in force and to recommend changes to 
legislation or regulations to improve or clarify the programs; 


2. to promote uniformity of pension supervisory legislation; 


3. to co-ordinate the supervisory activities of the members of the 
Association; 


4, to provide a "group identity" when dealing with various organ- 
izations and the public in general; 


5. to receive views of the public concerning supervisory legisla- 
tion and its administration and, where appropriate, to seek 
public reaction to proposals under consideration by member 
jurisdictions; 


6. to establish and maintain liaison with authorities and organ- 
izations in Canada and other countries to exchange ideas and 
information. 


CAPSA serves as a useful forum for discussion of pension regulatory 
legislation with a view to working out uniformity of approach and, where 
possible, identical wording for the statutes and regulations. Its 
mandate to advise on policy issues is less clear. Its membership com- 
prises only those whose specific concern is regulation. Disappointment 
with CAPSA expressed by some in the pension industry is indicative of 
some misunderstanding of the role of CAPSA. It is, however, the only 
intergovernmental agency in the area of employment pensions, and its 
co-ordinating function is important. 


The recent amendments to the Saskatchewan Pension Benefits Act, 
making a significant departure from the legislation of the other six 
jurisdictions in the areas of vesting and rights on termination, point 
up the lack of consultation among the jurisdictions on policy as opposed 
to regulatory matters, and among persons who have input to their respec- 
tive governments at the policy level. If the Government of Ontario 
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adopts the recommendations of this Commission affecting policy matters, 
it is to be hoped that such changes could be discussed at the policy 
level with the other jurisdictions before legislation is passed. For 
this purpose the Commission recommends that steps be taken to create a 
body along the lines of CAPSA for discussion of pension policy matters 
by persons having input into their respective governments at the policy 
level. The Commission envisages such a body as a companion to CAPSA, 
with the two co-operating to formulate a uniform pension policy which 
then may be implemented by a uniform regulatory approach. 


Federal or Provincial 


Discussion of uniformity raises a basic question of whether the 
regulation of employment pensions would be more appropriate at the fed- 
eral level. Twenty years ago the Ontario Committee on Portable Pensions 
observed: 


"Whatever the constitutional position, it must be recognized that 
most large employers operate in at least several provinces. Their 
pension operations call either for some form of national regu- 
lation of the previous type, or for uniform provincial regulation. 
Provincial regulation would in turn call for some new means of 
enforcement owing to the absence (at present) of the provincial tax 
Sanction outside Quebec and Ontario. 


"The Dominion regulation of Federally registered life companies has 
long recognized that the operations of a nationwide life office are 
in many respects indivisible. It is true that some aspects of the 
insurance business such as premium income and benefit payments can 
be subdivided by provinces, but an effort to divide all aspects 
of nationwide life and annuity business into as many as ten sec- 
tions appears to us extremely artificial and wasteful as well 
as repugnant to the actuarial principles involved. It would be 
hard to justify either the costs of compliance or the costs of 
administration involved in such a division of a nationwide pension 
undertaking into small parts. In the case of insured plans placed 
with Federally registered companies, and of plans placed with the 
Canadian Government Annuities, local jurisdiction would no doubt be 
waived, but there remain the trusteed plans which are the largest 
group in terms of membership and assets. 


"The same reasons that call for national jurisdiction over commer- 
cial banking and saving banks, and over much of life insurance, 
also seem applicable to a large part of the pension business. The 
pension business combines a species of long-term savings banking 
with a form Of “insurance, and it operates in large part on an 
interprovincial basis. 


"We recognize that there are, at the same time, a host of employers 
that operate wholly within a single province. The business of their 
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pension plans resembles that of the local fire and life insurance 
companies and fraternal societies already under provincial juris- 
diction. Such objections as there are to provincial regulations in 
this part of the pension field rest on other grounds, mainly the 
heavy cost of providing competent enforcement and inspection in the 
smaller provinces owing to the technical character of the business. 
In life insurance, four of the provinces now rely upon Federal 
supervision of insurers within their jurisdiction." 


The Committee did not then recommend a provincially-operated 
earnings-related pension program because of the cost of separate admin- 
istration of an inherently complicated program by one province acting 
alone. The Committee preferred a federal contributory program. It 
recommended that a Central Pension Agency be established at the federal 
level to facilitate the transfer of pension benefits. 


A few years later, a federal contributory earnings plan, the 
Canada Pension Plan, (the CPP) was adopted. Ontario - and later, other 
jurisdictions - proceeded with legislation prescribing minimum standards 
for employment pension plans. 


The question of appropriate jurisdiction for employment pensions 
was addressed again by this Commission. Administration at the federal 
level eliminates the problem of achieving uniformity. On the other hand 
it ignores the need of each jurisdiction to adopt legislation suitable 
for the needs of its own constituents and responsive to its own economic 
constraints and priorities. We may expect some adjustment of the dis- 
tribution of legislative powers in the future but because constitutional 
negotiations involve so many complex issues, the Commission has directed 
its recommendations to action within the present legislative competence 
of the province. Notable in this regard is the recommendation of PURS 
aS a mandatory provincial universal savings plan. The Commission is 
aware that this provincial initiative may give rise to problems for 
workers who move from province to province. However it does offer a 
great advantage Over existing employment pension plans, in that the 
employee is immediately vested and the monies accrued are completely 
portable. It is the Commission's hope that Ontario may persuade other 
provinces of the merit of this plan, and that they will set up similar 
plans which could easily be interrelated through reciprocal agreements. 


The Commission can also see the usefulness of a federal or um- 
brella central pension agency of the participating jurisdictions to 
Operate a savings plan on an interprovincial basis. Such a combination 
of provincial retirement savings plans would lend itself readily to 
administrative co-ordination with the Canada Pension Plan, with con- 
sequent economies and simplification of operation. Centralization of 
administration would not interfere with the freedan of each province to 
require or permit the channeling of contributions into the private sec- 
tor (as recommended for Ontario's PURS) or any other desired investment 
mechanism. 
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Uniformity is a desirable and necessary goal, but its pursuit 
must not become an excuse for inaction. The Commission recommends an 
approach of encouraging uniform legislation and regulation through joint 
consultation at both policy and regulatory levels. It also recognizes 
the need for changes which have already been delayed too long by lack of 
definitive leadership at the policy level. The Commission therefore 
recommends that the Government of Ontario proceed with changes to its 
pension benefits legislation without delay, but also in consultation 
with the other jurisdictions. Co-operation is also required at the 
federal level so that contributions will be tax deductible and new 
tax-deductible vehicles similar to locked-in RRSPs can be devised. 


THE NEED FOR A SYSTEM 


Although the Commission favours the continued sharing of legisla- 
tive powers concerning employment pension plans we urge that a true 
system be developed for all pensions. 


As we have seen, activities at each level of government and of many 
departments of government have effects on pensions and pension planning. 
A complex maze of rules and regulations govern retirement arrangements. 
Each set of rules has its own objectives and procedures. 


Submissions to the Commission strongly advocate the development of 
a coherent system, based on consideration of retirement income provi- 
sions as a whole. 


Social Planning Council of Metropolitan Toronto, Brief 189 


"One is hard pressed to find any comprehensive set of objectives 
for the pension system. They are not clearly stated anywhere. 
Rather, the pension system has evolved over the years in ways that 
were appropriate to the particular circumstances of the time. In 
part, the fragmentation of the pension system contributes to the 
lack of overall purpose.... 


"As well, the conflicting social, and economic objectives of income 
Maintenance policies, in general, leave us with an ill-defined 
retirement income system." (page 77) 


Consumer's Association of Canada, Brief 31l 
"In the absence of minimum standards governing the amount, adequacy 
or basis of benefits, the private pension system has developed in a 
haphazard fashion, and there is no consistency in so far as the 


degree of income security which it furnishes." (page 5) 


"Looking to the future, it will no longer be sufficient, if it 
ever was, for governments to respond in a passive or ad hoc fashion 
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to retirement income issues. If the generalized uncertainties, 
dissatisfactions and failures which attend current retirement 
income policy are not to be perpetuated or aggravated, then what is 
required is an aggressive stance leading to the early establishment 
of priorities and the development of effective means for achieving 
agreed-upon goals in the pension/retirement income field." (page 9) 


Peat Marwick and Partners, Brief 387 


"During the past few years, there has been series of government 
measures which have attempted to solve the pension problem once and 
for all, but the problem has not been solved because most of the 
corrective measures impact only certain aspects of the overall 
problems of the elderly. In the process, the total retirement 
income position has become even more confusing to the average 
Canadian. 


"Fortunately, our governments have now chosen to study the pension 
question more closely in order to apply our limited resources more 
effectively and logically for the benefit of working and retired 
citizens. Without a clear focus or sense of direction, however, 
these government studies could further confuse rather than assist 
in finding proper solutions, especially if the conclusions of the 
various investigators prove to be inconsistent." (page 1) 


The Commission throughout the discussion in this part of the report 
has drawn attention to the need to put all the pieces of retirement 
income provision into a system with well-identified goals. We can 
no longer afford overlapping and waste in our social programs. Net 
replacement ratio analysis, referred to in Chapters 6 and 8, is only one 
way to show how inefficient the present arrangements can be. Whether a 
workable system can be achieved by uniform provincial legislation with 
federal co-operation remains to be seen but it is to be hoped that all 
jurisdictions will seriously consider the implementation of such a 
system. 


Since the completion of the major portion of the Commission's 
deliberations, Canada has seen marked unrest in the constitutional area. 
The Quebec referendum has spearheaded the cause of a new deal for the 
provinces under the federal system. The very important issue of who 
Owns natural resources in Canada has been brought into sharp focus by 
both Alberta and Newfoundland, especially as it concerns oil and gas 
exploration. The resolution of these issues will have profound effects 
on retirement income even if the present design structure remains un- 
changed. If, for example, the provision of social programs becomes 
wholly a matter of provincial jurisdiction, the means of financing those 
programs will be crucial. ‘Therefore decisions on the financing of the 
Canada Pension Plan cannot help but be coloured by any shift in the 
division of powers and responsibilities between the federal government 
and the provinces. 
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Throughout its recommendations the Commission has sought to provide 
a flexibility which would enable Ontario to accomplish reform in the 
pension area either through co-operation with the federal government 
and the other provinces or by acting independently. The principle of 
uniformity in provincial legislation affecting retirement income is 
essential for a country with a mobile work-force and with many busi- 
nesses Operating in two or more provinces. However, some sacrifice 
of uniformity may be necessary to allow Ontario to pursue a policy 
of economic development which in the long term, in the Commission's 
Opinion, is the only firm foundation upon which a rationalized system of 
retirement income provision can be built. 


The temptation to use the Canada Pension Plan as a source of 
Capital to shore up provincial resources will become stronger. Fully 
funding the CPP or doubling the benefit with an accompanying increase of 
contribution rates would develop an abundant source of capital. 


Full funding would accentuate the problem of controlling borrowing 
by government from the large pool of monies in the fund. Later, as the 
fund declines, the burden would have to be shouldered by new genera- 
tions. The Commission's proposal of a mandatory scheme on an individual 
account, fully funded basis, will avoid these problems. It will provide 
a steadily increasing supply of savings and therefore capital, but not 
available to governments except through the regular capital markets, and 
Subject to the discipline imposed by those markets. 


In the past Ontario has supported policies which were in the best 
interests of Canada as well as Ontario. However, Ontario in the 1980s 
may find a radical change in its position as an economic leader in 
Canada unless it can find the savings required to allow upgrading of its 
industrial base to adjust to changes in the nation's economic structure. 
While the Commission believes that the prime concern in planning a 
retirement income system is not its economic consequences, it also 
recognizes that economic growth is essential for the security of that 
system. 


Pensions are within the legislative competence of the provinces. 
Therefore any overall legislation affecting pensions is possible only by 
co-operation among the provinces or by relinquishing pension jurisdic- 
tion to the federal government. But change is urgently required, and it 
may be accomplished within the existing constitutional framework, though 
possibly with the sacrifice of some uniformity. 


The Commission therefore recommends that: 


Until constitutional arrangements require otherwise, the Government of 
Ontario attempt to achieve changes in pension benefit legislation in 
consultation with other jurisdictions having pension legislation. 
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The Government of Ontario embrace the principle of uniformity in pension 
benefit legislation among all jurisdictions in Canada and support the 
principle in its own legislation as far as possible. 


The Government of Ontario urge those provinces not now having pension 
benefits legislation to adopt legislation similar to that of Ontario. 


The Government of Ontario take steps to initiate an agency similar to 
CAPSA but with the express purpose of encouraging uniformity of pension 
policy, through discussion and consultation among persons who have input 
to government at the policy level in their respective jurisdictions. 


The Government of Ontario continue to support uniformity in pension 
regulation through CAPSA and assist in co-ordinating the role of CAPSA 
with that of any pension policy body that may be created. 


The Government of Ontario pursue a policy of co-operation with the 
federal government in matters affecting pension policy, such as tax 
deductibility and tax-sheltered vehicles. 


The Government of Ontario adopt a mandatory retirement savings plan on a 
provincial basis, and encourage other provinces to adopt similar plans, 
with interrelation through reciprocal agreements and, if feasible, 
administrative co-ordination with the Canada Pension Plan. 
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Recommendations 


The Commission has made a great many recommendations in this part 
of its report under the general theme of Design for Retirement. These 
are found throughout the text, and in some instances are drawn together 
at the end of a chapter. Recommendations relating specifically to the 
Canada Pension Plan and public sector employment pensions are to be 
found in other volumes. The last volume of the report, entitled Summary 
Report: A Plan for the Future, contains a convenient statement of all 
the recommendations. 


Since many users may rely chiefly on the Summary Report we have 
included in that volume summary statements of the Commission's findings 
as well as its recommendations, and have organized the material by 
subject matter for easy reference. 


It should be noted in particular that the recommendations in 


Volumes II and III for employment pension plans apply equally to plans 
that are provided for Ontario public sector employees. 
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INTRODUCTION 


Throughout our report reference has been made to facts and figures 
gleaned from many sources - Statistics Canada publications, the Census, 
government programs at the federal and provincial levels, and projec- 
tions of future population. Because much of this material lends itself 
to other applications, it was felt that it would be useful to present it 
in a separate section. Selected facts are arranged under several head- 
ings, listed below with a brief outline of contents: 


Government Pension Programs 
ee ee LOST: 


An outline of current government-sponsored pension programs - Old 
Age Security (OAS), Guaranteed Income Supplement (GIS), Spouse's Al- 
lowance (SA), Guaranteed Annual Income System (GAINS), and the Canada 
Pension Plan (CPP). Included are a brief description of the nature of 
each program, a historical outline, and statistics on current costs and 
benefits. 


Population 

Historical and projected population tables for Canada and Ontario; 
current figures show breakouts by sex, age group, marital status, urban 
and rural, labour force, and participation rates. 
Profile of the Retired 

Historical and projected population tables for Canada and Ontario 
for the population 65 and over and figures for sex and marital status, 
life expectancy, urban and rural, housing, labour force, and retirement 
age. 
Registered Pension Plans and Other Arrangements 

Ontario data for 1978 showing plans and membership by type of plan, 
funding vehicle, type of employer, contribution rates, benefit rates, 
retirement age, vesting, indexing; plan terminations in Ontario; menber- 
ship and contributions to RRSPs and DPSPs. 
GOVERNMENT PENSION PROGRAMS 
Old Age Security (OAS) 


Governing legislation: Old Age Security Act, R.S.C. 1970, c. 0-6, as 
amended. 


Jurisdiction: Canada 


Tot 


Nature of program: Universal program paying a monthly benefit to per- 
sons 65 and over who meet the residence qualifications. Benefits 
are increased quarterly to reflect rises in the Consumer Price 
Index. 


History: 

1927 Means-tested monthly benefit of $20 payable at age 70. 

1952 Means test removed. $40 payable at age 70. Subsequent in- 
creases to $65, 1957-63. 

1965 Age gradually reduced to 65 (by 1970). $75 per month. 

1967 Pension Index developed. Benefits increased by maximum of 2 
per cent per year for inflation. 

1971 Benefit $80; escalation discontinued except for OAS-GIS 
recipients. 

1972 Ceiling removed on escalation. Benefits for all pensioners 
tied to full Consumer Price Index increases, annually. 

1973 Benefit raised to $100 per month. Escalation changed to 
quarterly basis. 

1977 New residence rules introduced on a phased basis. 


Funding: Canada, general revenues. 
Coverage, 1976: 


Canada: 1,957,288 or 97.7 per cent of population 65 and over. 
Ontario: 717,081 or 97.0 per cent of population 65 and over. 


Take-up rate: 99.5 per cent of eligible population. 


Payments outside Canada, 1977: (0.7 per cent of total) continue if 
recipient had 20 years' residence in Canada after age 18; in other 
cases payments cease after six months' absence. 


Benefits: 

Individual, January 1979: $167.21 per month. 

Total, fiscal year ending March 31, 1978 
Canada: $3.7 billion 
Ontario sl .3 Dillion 

Share of GNP, fiscal year ending March 31, 1978 
Canada: 1.7 per cent 
Ontario: .6 per cent 

Share of federal expenditures, fiscal year ending March 31, 1978 
Canada: 8.1 per cent 
Ontario: 2.9 per cent 


Guaranteed Income Supplement (GIS) 


Governing legislation: Old Age Security Act, R.S.C. 1970, c. 0-6, as 
amended. 
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Jurisdiction: Canada 


Nature of program: An income-tested supplement paid to low-income re- 
cipients of Old Age Security. Benefits based on income and marital 
Status; increased quarterly to reflect rises in the Consumer Price 
Index. 


History: 


1967 Monthly payment of $30 per person, indexed annually by a max- 
imum of 2 per cent. 

1971 Married rate introduced. 

1972 Ceiling removed on escalation, benefits tied to full Consumer 
Price Index increase, annually. 

1973 Escalation changed to quarterly basis. 

1979 Increase of $20 per account (single or couple). 


Funding: Canada, general revenues. 


Coverage, 1976: 


Canada: -1,087,113,.0r, 54. 3) per. céent. of population 65 and over. 
Ontario: 338,404, or 45.8 per cent of population 65 and over. 


Take-up rate: 


Canada: 55.6 per cent of OAS recipients. 
Ontario: 46.2 per cent of OAS recipients. 


Payments outside Canada: Cease after six months' absence. 
Benefits: 


Individual, January 1979: 
Single: $137.28 per month maximum. 
Married: $114.15 each, per month maximum. 
Total, fiscal year ending March 31, 1978 
Canada: Slei baddlion 
Ontario: $316 million 
Share of GNP, fiscal year ending March 31, 1978 
Canada: °5 per cent. 
Ontario: i-.15: perscents 
Share of federal expenditures, fiscal year ending March 31, 1978 
Canada: 2.4 per cent 
Ontario: -7 per cent 


Spouse's Allowance (SA) 


Governing legislation: Old Age Security Act, R.S.C. 1970, c. 0-6, as 
amended. 
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Jurisdiction: Canada 


Nature of 


program: Income-tested benefit equivalent to the Old Age 


Security and Guaranteed Income Supplement, paid upon application to 
spouses aged 60 to 64 of OAS recipients where the couple has 
insufficient income. Benefits are increased quarterly to reflect 
increases in the Consumer Price Index. 


History: 


1S 91S) 
1978 


LO79 


Funding: 


Coverage, 


Spouse's Allowance first payable (effective October 1975). 
Allowance payable for six months following death of pensioner 
(effective November 1978). 

Allowance payable following death of pensioner until spouse 
attains age 65 or remarries (effective November 1979). 


Canada, Consolidated Revenues. 


MMe ADE 


Canada: 54,194 or 7.9 per cent of married population 60-64. 
Ontario: 12,434 or 4.9 per cent of married population 60-64. 


Payments outside Canada: Cease after six months' absence. 


Benefits: 


Individual, January 1979: $281.36 per month, maximum. 
Total fiscal year ending March 31, 1978 


Canada: $115.0 million 
ONEablo:) S92377 million 


Share of GNP, fiscal year ending March 31, 1978 


Canada: -05 per cent. 
Ontario: .01 per cent. 


Share of federal expenditure, fiscal year ending March 31, 1978 


Canada: -25 per cent 
Ontario: .05 per cent 


Guaranteed Annual Income System (GAINS) 


Governing legislation: The Ontario Guaranteed Annual Income Act, S.O. 
1974, c. 58, as amended. 


Jurisdiction: Ontario 


Nature of program: Income-tested supplement to the federal pension pro- 
gram, for persons 65 and over who meet the residence qualifications 
in Ontario. The program guarantees a minimum income according to 
marital status. 
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History: 


July 1974 Maximum payment $24.49 (single) and $33.36 (each, 


married). 

Oct. 1974 Maximum raised to $25.90 (single) and $35.09 (each, 
married). 

Jan. 1975 Maximum raised to $26.23 (single) and $35.65 (each, 
married). 

May 1975 Maximum raised to $30.01 (single) and $39.70 (each, 
married). 

Oct. 1975 Maximum raised to $36.03 (single) and $46.18 (each, 
married). 

Jan. 1976 Maximum raised to $38.88 (single) and $46.18 (each, 
married). 


July 1977 Residence rules amended to parallel those of Old Age 
Security. Maximum payment implemented for those with 
partial OAS benefits in future. 

Funding: Ontario, General revenues. 
Coverage, December 1978: 
243,490, or 32.9 per cent of 1976 population 65 and over. 


Take-up rate: Impossible to determine because of the income-tested 
nature. 


Payments outSide Ontario: Cease after six months' absence. 
Benefits: 


Individual, January 1979 
Single: $38.88 each, maximum. 
Married: $52.01 each, maximum. 
Total, fiscal year ending March 31, 1978: $108.3 million 
Share of GPP, fiscal year ending March 31, 1978: .12 per cent 
Share of provincial expenditures, fiscal year ending March 31, 
19973: -.3 per. cent 


Canada Pension Plan (CPP) 


Governing legislation: Canada Pension Plan Act, R.S.C. 1970, c.5 as 
amended. 


Jurisdiction: Canada. 
Nature of program: Contributory earnings-related plan providing re- 


tirement benefits from age 65, as well as pensions for disabled 
contributors and their children and the surviving spouses and chil- 
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dren 


of deceased plan members. Benefits are increased annually to 


reflect rises in the Consumer Price Index. 


History: 


1965 
1966 
1967 
1968 
1969 
Los 


1974 


Ley) 
Funding: 
plus 


Coverage: 
fits 


Legislation passed. 

Contributions began. 

First retirement pensions payable. 

First survivors' benefits payable. 

First disability benefits payable. 

Pension Index ceiling removed. Benefits begin escalating for 
full rises in the Consumer Price Index. YMPE raised for fol- 
lowing two years. 

YMPE began increasing at 12.5 per cent annually. YBE de- 
Créased sto 0s perd Cen GtO Rai RivsE LONG AROSE Cen tee mnce lro- 
ment test removed. Sex discrimination in survivor benefits 
removed. 

Division of credits on marriage termination provided. Child- 
rearing dropout provision enacted but not proclaimed. 


Contributions from employees, employers, and self-employed, 
interest earned on the fund. 


As of March 31, 1977 (end of fiscal year). Retirement bene- 
only: 


Canada(a): 553,786 or 27.7 per cent of 1976 population 65 and 


Over. 


Ontario: 281,215 or 38.1 per cent of 1976 population 65 and 


over. 
a Less Quebec which has its own plan. 


Payments outside Canada: payable anywhere. 


Table l 


CPP Recipients in Ontario, June 1978 


Retirement benefits Sasha Fh 
Disability pensions BS, 9iZ 
Children's benefits - under 18 3205 

- 18 and over Sydeeys) 

Lump-sum death benefit 2,024 
Surviving spouse pension 86,481 
Orphan's benefits - under 18 Boy lo. 

=— 18 and over 10,184 

Combined pensions I 247 
Total SV u/Apaeyeys 
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Table 2 
CPP Benefits Payable Commencing in 1978(a), 


Ontario 
Ontario — 
Maximum average (b) 
(Dollars) 
Retirement benefits 194.44 140.97 
Disability pensions 194.02 162213 
Children's benefits 48.19 48.19 
Lump-sum death benefit 1,040.00 825.96 
Surviving spouse pension jaa LOT 26 
Orphan's benefits 48.19 48.19 
Combined pensions 194.44 Ie Sagak 


a Amounts shown are for initial payments in 1978. 
b For June 1978. 


Table 3 
CPP Benefit Payments, June 1978, Ontario 


(Thousands 

of dollars) 
Retirement pensions Suhpesiew Aas) 
Disability pensions Te ed 
Children's benefits - under 18 888.7 
- 18 and over WN SS 
Lump—sum death benefits Ol eens 
Surviving spouse pension Sells @l 5 
Orphan's benefits - under 18 1,940.9 
- 18 and over 561.0 
Combined pensions 1,502.0 
Total 55713968 


Source Canada Pension Plan, Statistical Bulletin. 


Benefits as per cent of GNP (fiscal year ending March 31, 1978): 
Canada -— .48 per cent 
Ontario — .26 per cent 


Benefits as per cent of federal expenditures (fiscal year ending March 
SUE MIL ECTS 
Canada -—- 2.3 per cent 
Ontario - 1.3 per cent 
Source Latest available figures from Department of Finance, and 
Canada Pension Plan, Statistical Bulletin. 


Loy, 


Contributions (1977-78): 
Canada - $1.8 billion 
Ontario — not available 


Source Canada Pension Plan, Statistical Bulletin, Special Edition 


1978, and figures provided by National Health and Welfare. 


Individual Maximum Contribution (1979) 
Employee: $190.80 
Self-employed: $381.60 


Maximum Pensionable Earnings and Basic Exemption, 1979: 


YMPE : 


YBE: 


$11,700 
591/100 


Maximum Retirement Pension, 1979: 
Per month - $ 218.06 
Per year. = $2,616.72 


Quebec Pension Plan (QPP) 


Governing 


legislation: Quebec Pension Plan Act, S.Q. 1965, c.24. 


Jurisdiction: Quebec. 


Nature of program: Same as Canada Pension Plan. 


History: 


1965 
1966 
1967 
1968 
1969 
1972 


LST 


1974 


Eile) 


Funding: 
plus 


Legislation passed. 

Contributions began. 

First retirement pensions payable. 

First survivor benefits payable. 

First disability benefits payable. 

Pension Index ceiling raised to 3 per cent; YMPE increased to 
$5,900 for 1973, $6,100 for 1974 and $6,300 for 1975. Flat 
rate component increased; pensions of orphans and children of 
disabled contributors fixed at $29 per month from 1974. 
Pension Index ceiling removed. Benefits began escalating for 
full rises in the Consumer Price Index. YMPE raised to $6,600 
for 1974 and $7,400 in 1975 restoring parallelism with CPP. 
YMPE began increasing at 12.5 per cent annually. YBE de- 
creased to 10 per cent of YMPE from 12 per cent. Sex dis- 
crimination in survivor benefits removed. 

Child-rearing dropout adopted. Division of credits on mar- 
riage termination adopted. Retirement test removed. 


Contributions from employees, employers, and self-employed, 
interest earned on the fund. 


Payments outside Quebec: Payable anywhere. 
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Benefits: 


Table 4 
QPP Recipients, 1978 


a 


Retirement benefits 198,487 
Disability pensions 18,146 

Children's benefits 8,740 
Lump-sum death benefit 14,563 
Surviving spouse pension 75,980 

Orphan's benefit 42,432 
Total 358, 348 


SS FE a en wn ah is a ic 


Table 5 
QPP, Average Benefits Paid, 1978 


(Average dollars) 


Retirement benefits 99.51 
Disability pensions 223825 
Children's benefits 29.00(a) 
Surviving spouse pension 
— under age 65 175.84 
— 65 and over 78. 10 
Orphan's benefits 29.00(a) 


a Fixed at this amount since 1974. 


Table 6 
QPP, Total Benefits Paid, 1978 (Calendar Year) 


(Thousands 

of dollars) 

Retirement benefits 228,944.2 
Disability pensions 58,093e8 
Children's benefits S705 leS 
Lump—sum death benefits Iu 80237 
Surviving spouse pensions 128906072 1 
Orphan's benefits 15782023 
Total 446,658.9 


a i in ee Ba, 


Individual maximum contribution, 1979: 
Employee: $190.80 
Self-employed: $381.60 
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Maximum pensionable earnings and basic exemption, 1979: 
YMPE — $11,700 
YBE - > 1,100 


Maximum retirement pension, 1979: 
Per month - S$ 218.06 
Per year - $2,616.72 


POPULATION 


Table 7 
Population of Canada and Ontario, 1931-2050 


Ontario population as 


Canada Ontario share of total 
(Thousands ) (Per cent) 
1931 TOPOS 37432 Bont 
1951 14,009 4,598 B26 
1961 18,309 6,236 34.1 
1971 21,568 e703 8567 
1976 22,993 8,264 3529 
1980 24,872 97072 36.5 
1990 28,801 10,580 BG. F 
2000 317596 aor Sct 
2010 347515 12,869 Su ee) 
2020 36,980 13,996 SW ASs: 
2030 38,930 14,896 38.3 
2040 40,621 Laya2s Sieey yi 
2050 42,126 16,498 3992 


Source Statistics Canada, Census of Canada, various years; and pro- 
jections prepared for the Royal Commission on the Status of 
Pensions in Ontario. 


Table 8 
Population by Sex and Age, Canada and Ontario, 1976 


Canada Ontario 
(Thousands) (Per cent) (Thousands) (Per cent) 
Total 22,993 100.0 8,264 10020 
Male Pi450 49.8 4,097 49.6 
Female Hab 43 50s 4,168 50.4 
Age 65 and over 2,002(8.0%) -L00cO 139(8.9%)) 100.0 
Male 65 875 NEI; 310 4V.9 
Female 65 27 5665 429 bo aL 


Source Statistics Canada, Census of Canada, 1976. 
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Table 9 
Population by Sex, Marital Status, and Age, Canada and Ontario, 1976 


Canada Ontario 


(Thousands) (Per cent) (Thousands) (Per cent) 


Male 
Married Seas! 47.8 2,019 46.4 
Single(a) SAS IAS B2e2 2,07 53-6 
Female 
Married 5,500 47.6 2,033 48.8 
Single(a) 6,043 5264 DNS S Slee 
Male 65 and over 
Married 6,477 TAL0 232 74.9 
Single(a) 2,278 2660 78 Za) 
Female 65 and over 
Married 4,390 39.0 163 3850 
Single (a) 6,879 61.0 266 62.0 
a Includes widowed and divorced. 
Source Statistics Canada, Census of Canada, 1976. 
Table 10 
Urban and Rural Population, by Age, Canada and Ontario, 1976 
Canada Ontario 
(Thousands) (Per cent) (Thousands) (Per cent) 
Urban 7307 eae 6,709 Sie 
Rurai 5,626 245 i526 Ss 5 
Urban 65 and over 1,541 TD 605 Sito 
Rural 65 and over 461 2330 134 load 
Source Statistics Canada, Census of Canada, 1976. 
Table 11 
Labour Force by Age Group and Sex, Canada and Ontario, 1978 
Canada Ontario 
(Thousands ) 
Total 
Male 6,650 2,480 
Female A232 FOO? 
15-24 
Male 1591 576 
Female 1,324 494 
25-54 
Male 4,195 1,569 
Female Z,ol4 One 
55-64 
Male 731 282 
Female 343 142 
65 and over 
Male 1s ee 
Female St AWS) 


Source Statistics Canada, Labour Force Annual Averages, 1975-78. 
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Table 12 
Labour Force Participation, by Age Group and Sex, Canada and Ontario, 
1978 


Canada Ontario 
Number Rate Number Rate 
(Thousands ) (Per cent) (Thousands ) (Per cent) 
Total 
Male 6,148 TESS: Doel 80.1 
Female 3,824 47.8 ies y40 55 
15-24 
Male LP po52 69.7 499 Wiles 
Female sad: 58.9 432 62.4 
25-54 
Male 3,974 95.0 Ly DOr os 96.5 
Female 27510 56.6 934 61.6 
55-64 
Male 691 1Ge5 268 80.0 
Female 324 8223 136 Siok 
65 and over 
Male 131 15.2 52 TeO 
Female 50 4.5 19 4.5 


Source Statistics Canada, Labour Force Annual Averages, 1975-78. 


Table 13 
Labour Force Participation Rates, by Sex, Canada and Ontario, 1941-78 


Canada(a) Ontario 

Male Female Male Female 
1941(b) 78.4 2004) 
1951 3360 24.1 
1961 divicsdh 2935 
E97 V(C) 76.4 39.9 79.5 42.9 
1975 io. 4 44.4 80.3 48.6 
1976 | 1TS6 45.2 Tekss} 49.0 
1977 77.6 46.0 79.4 49.8 
1978 VI69 47.8 SO a a lesia 


a Excludes Yukon and NWT prior to 1971 and Newfoundland prior to 1951. 

Excludes active military service. 

c The data base was changed in 1966 to include persons 15 and over 
rather than 14 and over and therefore figures before and after are 
not strictly comparable. 

Source Statistics Canada, Labour Force Annual Averages, 1975-78, and D. 

Kubat, Demographic studies prepared for the Royal Commission on 
the Status of Pensions in Ontario. 


OF 
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Table 16 
Paid Employees by Sector and Sex, Canada and Ontario, 1978 


Canada Ontario 
(Thousands) (Per cent) (Thousands) (Per cent) 

Male — total 5, 457, 100.0 2,097 100.0 

Private 4,301 78.8 1,698 81.0 

Government business 324 Be 104 SPLe. 
Government 

non-business 832 Le 295 LAs 

Female - total 3,478 100.0 1,389 100.0 

Private 27703 les PANS 80.3 

Government business 176 Deel 49 3.5 
Government 

non-business 599 AM ey 224 16.1 


Source Statistics Canada, Labour Force Annual Averages, 1975-78. 
ee ES MATER VELAGSS peta / 0. 


Table 17 
Union Membership by Sex, Canada and Ontario, 1975-78 


— Oe a a 


Canada Ontario 
ee eeeeeeseese(_ fe COEAYIO 
1975 

Male 270257164 779,941 
Female Ti LOZ 23,122 


As percentage of work-force 


Male 313 SSIS) 

Female 19.2 aay 
1978 

Total 3277 ,908 (N/A) 
As percentage of work-force Sls: (N/A) 


Source Women's Bureau, Department of Labour, Ontario; Labour Gazette. 


PROFILE OF THE RETIRED 


Retired status is not identifiable in many statistical sources, and 
is not relevant to some of the factors to be tabulated in this section. 
It will be determined where possible, but otherwise the population in 
question will be those 65 and over. In housing statistics the sex shown 
refers to "household head." 
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Table 18 
Population Aged 65 and Over, Canada and Ontario, 1931-2050 


Ontario's share of 
total population 


Canada Ontario 65 and over 

(Thousands) (Per cent) (Thousands) (Per cent) (Per cent) 
1931 576 Dee 234 6.8 40.6 
LOS. 1,086 ess: 401 Sau 36.9 
1961 pool feas 508 onl 3605 
1971: 1,744 sig lt 645 8.4 37.0 
1976 2,002 roxy 1 738 8.9 36.9 
1980 Zp 9.0 820 9.0 3607 
1990 2,860 9.9 1,060 Ne) Byelh 
2000 3,384 WOKS i273 LOe9 37.8 
2010 3,918 ieG 1,508 IG a 38.0 
2020 5, 30S 14.5 ZO 14.4 37a 
2030 Grati2 LY 2,484 16.6 3750 
2040 op eral T6ey, 2702 16.3 S726 
2050 7,458 dijees, DOO, Te 8 Soe 


Source Statistics Canada, Census of Canada, various years and pro- 
jections prepared for the Royal Commission on the Status of 
Pensions in Ontario. 
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Table 19 


Population Aged 65 and Over, by Sex, Canada and Ontario, 1931-2050 


Canada 
(Thousands) (Per cent) (Thousands) (Per cent) 

1931 

Male 295 5 led: es 49.1 

Female 282 48.9 119 50.9 
1951 

Male Bou 50.8 189 47.6 

Female 535 49.2 207 52.4 
1961 

Male 674 48.5 De 45.6 

Female aly, 5S 276 54.4 
1971 

Male 782 44.8 215 42.7 

Female 962 Dee 370 Sves 
1976 

Male 875 43.7 310 42.0 

Female de 27 56.3 429 58.0 
1980 

Male 970 43.4 349 42.6 

Female 1,267 56.6 471 57.4 
1990 

Male 1, 200 42.9 443 41.8 

Female 1,600 Stk 617 58.2 
2000 

Male a 41e 7 534 41.8 

Female 1,973 5623 744 5Se2 
2010 

Male 1, O6v 42.0 633 42.0 

Female 2,306 58.0 875 58.0 
2020 

Male 2,250 42.1 846 42.0 

Female 3,100 5729 1 166 58.0 
2030 

Male 2,7 O22 42.0 1,042 41.9 

Female 3,890 58.0 1,442 58. | 
2040 

Male 2,789 42 i, 057 41.3 

Female 3,982 585 8 17505 5S 57 
2050 

Male BP LLG 41.8 195 41.3 

Female 4,342 Doe2 1,662 Doe Z 


Source Statistics Canada, Census of Canada, various years and pro- 
jections prepared for the Royal Commission on the Status of 


Pensions in Ontario. 
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Table 20 
Population Aged 65 and Over by Marital Status and Sex, Canada and 
Ontario, 1976 
es EE 
Canada Ontario 
(Thousands) (Per cent) (Thousands) (Per cent) 


Male 
Married 646 TBIRS: 232 74.9 
Single 84 955 26 aie! 
Widowed iss TS a2 48 Leo 
Divorced 1k 2 4 dea i 
Female 
Married 439 38.9 163 3739 
Single TS 10.2 40 9.4 
Widowed 561 49.8 221 51.4 
Divorced 12 a) 5 LO 


Source Statistics Canada, Census of Canada, 1976. 


Table 21 
Life Expectancy at Birth, Age 60 and Age 65, by Sex, Canada and Ontario, 
1941-76 


a ee eee ee ee 


Canada Ontario 


Birth Age 60 Age 65 Birth Age 60 Age 65 
(Years) 
1941 
Male 63.0 Lone 12.8 64.6 LSes 12.6 
Female OG 17.6 14.1 68.4 17.6 14.0 
1951 
Male 66.50 16.5 ISins 66.9 Ge2 12.8 
Female 70.8 18.6 15.0 TARAS, 18.6 14.2 
1961 
Male 68.4 16.7 1335 68.3 16.2 1S el 
Female 74.2 19.9 16.1 74.4 Way 15.9 
ARS 7a 
Male 69.3 L750 LSA, 69.6 16.6 13.4 
Female 76.4 21.4 7.5 76.8 265 17.6 
1976 
Male O57 17.2 14.0 7056 17.0 ad 
Female 7155 22.0 1o20 Hilal 21.9 17.9 


Source Statistics Canada, Vital Statistics. 
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Table 22 
Average Age of Death, by Sex, Canada and Ontario, 1931-75 


Canada Ontario 
(Years) 

1931 

Male 43.1 50 sh 

Female 44.8 5256 
1941 

Male bi. 574 

Female bows 60.7 
1951 

Male 56.3 5967 

Female 5S a7, O37 
1961 

Male Sy PT 61.3 

Female 63.1 66.0 
1971 

Male 63.3 63.9 

Female 68.2 69.3 
1975 

Male 63.8 64.6 

Female 69.4 70.9 


Source Statistics Canada, Vital Statistics. 


Table 23 
Urban and Rural Population Aged 65 and Over, by Sex, Canada and Ontario, 
1976 


Canada Ontario 
(Thousands) (Per cent) (Thousands) (Per cent) 

Urban 

Male 636 41.2 243 40.1 

Female 905 58.8 362 59.9 
Rural 

Male 239 51.9 67 50.4 

Female 222 48.1 66 49.6 


Source Statistics Canada, Census of Canada, 1976. 
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Table 24 
Tenure and Type of Housing of Population Aged 65 and Over, by Sex of 
Household Head, Canada and Ontario, 1976 


Canada Ontario 
(Thousands) (Per cent) (Thousands) (Per cent) 
Tenure 
Owned 
Male 525 69.3 190 66.9 
Female 235 S30 ics 94 331 
Rented 
Male 195 46.4 65 42.6 
Female 226 535.0 88 57.4 
Type 
Single detached 
Male 470 65.2 173 67.6 
Female 203 44.2 82 45.3 
Single attached 
Male ei Se 16 Gail 
Female Fag | BES, 2 6.3 
Apartment 
Male 169 23.4 56 2200 
Female 200 43.7 79 43.5 
Duplex 
Male 325), 455 8 Bina: 
Female 25 5.4 8 4.5 
Movable 
Male 12 ARS 7/ 2 0.9 
Female 4 0.9 1 0.4 


Source Statistics Canada, Census of Canada, 1976. 
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Table 25 
Labour Force Aged 65 and Over, by Sex, 1978 


os eet El el a Se a ce: Ee Se 
ee ee tes FH re emCanada: tee ry Ontariowy:. 
Labour force 


Male 133,000 53,000 

Female 51,000 19,000 
Employment 

Male 131,000 52,000 

Female 50,000 19,000 
Full-time 

Male 101,000 (N/A) 

Female 31,000 (N/A) 
Part-time 

Male 31,000 (N/A) 

Female 19,000 (N/A) 
Participation rate (per cent) 

Male Lee 70 

Female 4.5 4.5 


Source Statistics Canada, Labour Force Annual Averages, 1975-78. 


Table 26 
Sources of Income of Persons Aged 65 and Over, by Sex, Canada, 1976 


Male Female 

(Per cent of income) 

Sources of personal income(a) 
Wages and salaries ey! ES 
Old age pension 17.8 PAPE 
Other pensions and superannuation 16.5 Aes 6) 
Bank interest 14.3 20.4 
CPP/QPP benefits 6.8 45 
Taxable amount of dividends 4.3 7.4 
Bond interest 4.2 TsO 


a Of persons filing income tax returns. 
Source Revenue Canada, Taxation Statistics, 1976. 


EMPLOYMENT PENSION PLANS AND RRSPs 


Figures are for Ontario in 1978, and cover membership in the 
province regardless of the supervising authority. Of the 8,665 plans in 
question, 7,523 are under the authority of the Pension Commission of 
Ontario, and cover 78.6 per cent of the membership. 


PA 


Table 27 
Contributory and Non-contributory Pension Plans by Sector, Ontario, 1978 


arp a sR ee eal DS 
Plans Per cent Members Per cent 
OS oe BOE CONG cee CMDCTS samy DOC elu 


All plans 8,665 100.0 1,668,895 100.0 
Public sector 119 74 648,014 38.8 
Private sector 8,546 98.6 1,020,881 Gree 
Contributory Opoek 1229 1,065,981 63.9 
Non-contributory 2,344 Dilton: 602,914 36.1 

Contributory 6 321 100.0 1,065,981 100.0 
Public sector eS Teds) 645,065 605 
Private sector 6,208 98.2 420,916 39 a5 

Non-contributory 27,044 100.0 602,914 LOOSO 
Public sector 6 Ags) 2,949 5) 
Private sector poof 99.7 599,965 99.5 


Source Statistics Canada, "Pension Plans in Qntarto, #19737" 
unpublished. 


Table 28 
Compulsory and Voluntary Participation in Pension Plans, by Sex, 
Ontario, 1978 


Per Per 

Plans cent Members cent 
Compulsory/voluntary: 
Compulsory both sexes 4,124 47.6 Mal P3847508 83.0 
Voluntary both sexes 4,296 49.6 254,847 irs 
Not eligible both sexes(a) 95 ak 137589 8) 
Compulsory males, voluntary females 55 a6 13387 28 
Compulsory females, voluntary males 4 - 116 = 
Compulsory males, not eligible females 38 74 637 ~ 
Compulsory females, not eligible males 4 - 364 om 
Voluntary males, not eligible females Ou 25 1,445 a 
Voluntary females, not eligible males 2 - 2 = 
Total 8,665 100.0 1,668,895 100.0 


a "Closed end" plans - new employees not eligible. 


Source Statistics Canada, "Pension Plans in Ontario, 119738)" 
unpublished. 
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Table 29 


Pension Plans by Type of Benefit, Ontario, 1978 


Type of benefit Plans Per cent Members Per cent 
Formula based on: 

Final earnings 18 a2 SF 2ie “2 

Final average earnings Zi Sy 43,881 236 

Average best earnings 008 r2¢4 S877) See 

Career average earnings 2,641 S059 264,314 538 

Level percentage of earnings Ls 5P 836 as 

Flat benefit 832 9.6 342,750 2055 
Defined benefit (sub-total) (4,859) (565.12) (1,541,669) 92.4) 
Money-purchase 3,428 Bor O55, 118 a7 
Profit sharing 109 ue Eres Soh 
Composite ike Bae 13,242 Ai8) 
Other 96 dis 77083 a5) 
Total 8,665 100.0 1,668,895 100.0 
Source Statistics Canada, "Pension Plans in Ontario, 1978," 

unpublished. 
Table 30 
Pension Plans by Funding Vehicle, Ontario, 1978 
Per Per 

Funding vehicle Plans cent Members cent 
Insured Gp UGOn eae 213 ,o07e) 21.6.4 
Trusteed 2302) 20.6 ee 099 306m eOo.9 
Canadian government annuities 46 A) 150 - 
Combination 142 16 62,665 Sie: 
Government consolidated revenue fund 6 “Ab 23387194 14.0 
Other 3 - 193 - 
Total 8766055 10020" 91.7663 (8951) 20070 


Source Statistics Canada, "Pension Plans in Ontario, 1978," 


unpublished. 
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Table 31 
Pension Plans by Sponsoring Organization, Ontario, 1978 


Type of organization Plans Per cent > Members Per cent 


Municipal 60 SI 188,224 11.3 
Municipal enterprise 6 ol 10,615 6 
Provincial 22 a3 233, 514 14.0 
Provincial enterprise 4 = 207537 2 
Federal 9 od 59 7658 9.6 
Federal enterprise 16 «2 35y 367 Dik 
Incorporated company 7,468 86.2 831,500 49.8 
Partnership Ty 1.4 dS 7/ 917) ol 
Sole Proprietor 68 8 410 - 
Association 379 4.4 8,954 25 
Co-operative Juits: 1.3 4,673 23 
Multi-employer 114 TESS! 1337028 8.0 
Other 289 BS) 40,118 2.4 
Total 8,665 100.0 1,668,895 100.0 


Source Statistics Canada, "Pension Plans in Ontario, 1978," 
unpublished. 


Table 32 
Contributory Pension Plans by Employee Contribution Rates, Ontario, 1978 


Se OV ee 
Employee contribution rates Plans Per cent Members Per cent 
CE CODE CLS gee eee 
Percentage rate: 


Less than 3 263 4.2 19,420 bes 
3 - 3.99 524 Ses 225193 Pap glk 
4 - 4,99 522 8.3 TMs Sa) 6.7 
5 - 5.99 4,022 63.6 2509255 2565 
6 - 6.99 286 4515 177,395 16.6 
7 - 9.99 45 a7 483,913 45.4 
10 and over 6 ol 26 - 
Dollar amount 270 4.3 132957 ins 
Other 370 She, 24,981 203 
Variable by sex 14 «2 Pa Bhs: a2 
Total 6,321 100.0 1,065,981 100.0 


Source Statistics Canada, "Pension Plans in Ontario, 197875 
unpubl ished. 
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Table 33 


Contributions to Private Sector Plans, by Type of Plan and Contributor, 
Ontario, 1978 


So SR a 
Contributory plans Employee Employer Total 


(Thousands of dollars) 
Defined benefit 


Final earnings(a) 184,330 424,562 608,892 
Career average earnings 164,175 237,496 401,671 
Level percentage of earnings 44 106 150 
Flat benefit 2,08) 8,259 10,274 
(Sub-total ) (350,564) (6/707423)\ee457 0207987 ) 
Money-purchase 47,632 he Wil LIAS) 106,758 
Profit sharing Spier” aL5a 8,003 
Composite and other tl 062 227207 337319 
Total 413,110 (ie siecee! I, L697 OGY 


EL a... TLL. eee eee 
Non-contributory plans Employee Employer Total 


(Thousands of dollars) 
Defined benefit 


Final earnings(a) 12,443 416,992 429,435 
Career average earnings 8,847 95,876 104,723 
Level percentage of earnings = 324 324 
Flat benefit | 5 O07 312,114 SL 21 
(Sub-total ) (26,897) (825,306) (852,203) 
Money-purchase Devel 157456 16,617 
Profit sharing 1,082 9,442 10,524 
Composite and other 132 6,083 GFZE5S 
Total 297212 856,287 Sony Doe 


Total contributions to private sector 
plans 442,382 1,612,244 2,054,626 


a Includes final average earnings and average best earnings. 
source Statistics Canada, "Pension Plans in Ontario, OC 
unpublished. 
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Table 34 
Contributions to Public Sector Plans, by Type of Plan and Contributor, 
Ontario, 1978 


Contributory plans Employee Employer Total 


(Thousands of dollars) 
Defined benefit 
Final earnings(a) 769,836 1,561,091 2p 3305921 
Career average earnings 21,424 Sy 5k Seog fe, 
Level percentage of earnings - - = 
Flat benefit - - = 
(Sub-total ) (791,260) (1,593,042): (2,384,302) 


Money-purchase 384 398 782 
Profit sharing = m = 
Composite and other 1,319 3,915 5,234 
Total 1925903 Oop oS 27 oIUGoLe 
Non-contributory plans Employee Employer Total 


(Thousands of dollars) 
Defined benefit 
Final earnings(a) if Sey 384 
Career average earnings - - = 
Level percentage of earnings ~ ~ - 


Flat benefit 682 en Thon 9,443 
(Sub-total) (689) (9,138) (9132/1) 
Money-purchase 304 Syl 3,476 


Profit sharing ~ - - 
Composite and other - - - 


Total 993 1S LO 135303 


Total contributions to public sector 
plans 793 ,956 1,609,665 2,403,621 


a Includes final average earnings and average best earnings. 
Source Statistics Canada, "Pension Plans in Ontario, 1978," 
unpublished. 
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Table 35 


Defined Benefit Pension Plans, by Benefit Rate and Type of Plan, 
Ontario, 1978 


aa A ee 
Plans Per cent Members Per cent 
AAAS UV conte — Members Per cent 


Final, final average, and 
average best earnings 


Less than 1 per cent 21 eS 6,092 AT) 
1 = 1.24 per cent 106 Wea 30,521 303 
1.25 - 1.49 per cent 88 6.4 48,984 BZ. 
1.5 = 1.74 per cent 319 23.23 65,366 0) 
1.75 —- 1.99 per cent 105 Tol 18,962 20 
2 per cent and over 545 39.8 699,749 74.9 
Variable by sex 5 24 BIZ a 
Other 182 i353 63,876 6.8 
Total ioe 100.0 934,142 100.0 
Career average earnings 
Less than 1 per cent 28 Liga 18,976 Woe 
1 - 1.24 per cent 135 See Ie 7 122 Sh 
1.25 - 1.49 per cent 82 Syl 6,507 2.4 
1.5 — 1.74 per cent 490 35 41,248 1526 
1.75 —- 1.99 per cent 152 5.8 31,679 20 
2 per cent and over 1,607 60.8 141,688 S Bile 
Variable by sex y 23 245 ol 
Other 141 53 10,390 359 
Total 2,642 100.0 2647315 100.0 
Flat benefit 

Under $2.00 10 ee 424 adi 
$2.00 - 2.99 36 4.4 7,866 2.4 

3.00 - 3.99 58 7eh 8,569 226 

4.00 - 4.99 74 9.0 14,371 4.4 

5.00 -— 5.99 il 14.8 Lee Sioa 6.0 
6.00 — 6.99 99 we 28,826 8.9 

7.00 and over 287 35.0 ie Los 65.2 
Variable by sex SB ~4 335 4 
Other 1s 16.0 B27 650 10.0 
Total 819 100.0 3825/7985 100.0 


Source Statistics Canada, "Pension Plans in Ontario, 1978," 
unpublished. 
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Table 36 


Automatic Retirement Age in Pension Plans by Sector, Ontario, 1978 


Automatic retirement age: 
60 and under 
61-64 
65 
66-69 
70 
Over 70 
Other 


Total with automatic 
retirement provision 


No provision 


Total 


Public sector 


Members 


1,530 


1517529 
2,982 
98,193 


27,083 


281,257 
366,757 


648,014 


Per cent 


dl 


56.6 


00.0 


Private sector 


Members 


1,204 
O55 
265,425 
155,438 
528 , 307 
888 

299 


9527 9L6 


67,965 


1,020,881 


Source Statistics Canada, "Pension Plans in Ontario, 1978," 


unpubl ished. 


Table 37 


Per cent 


Early Retirement Conditions in Pension Plans by Sector, Ontario, 1978 


Public sector Private sector 


Members Per cent Members Per cent 

Employee's option 239,845 5/60 3777245 3750 
Employer's option 49,363 136 22,236 Zed 
Mutual consent 3375015 5260 532,916 52eL 
Other se Fa ke} Cingt 46,710 4.6 
No provision ap013 Ay} 42,774 av2 
Total 648,014 100.0 Lt, 020%63 1 100.0 
Source Statistics Canada, "Pension Plans in Ontario, 1978," 


unpublished. 
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Table 38 


Pension Payable on Early Retirement, Ontario, 1978 


Contributory 


Members Per cent Members Per cent 
$$$ —SF US PEK cent.) =Members Per cent 


Formula for pension payable: 


Actuarially reduced pension 571,899 


Accrued pension reduced by 
a certain per cent per month 
by which early retirement 
precedes normal retirement 


54.6 136,790 


= 1,024 
13.8 74,227 
6.8 122,126 
= 1,809 
(20.6) (199,186) 
24.8 239,648 
100.0 575,624 


age 
O-. 243% 59 
° 25-. 49% 144,694 
~50-. 74% 71,206 
- 75% and over 233 
(Sub-total ) (216,192) 
Other 259,665 
Total 1,047,756 
Source Statistics Canada, "Pension Plans in Ontario, 1978," 
unpublished. 
Table 39 


Vesting Provisions in Pension Plans, Ontario, 1978 


=e ese tgp ens 


Non-contributory 


23.8 


02 
VPs) 
pA VP 

oD 
(34.6) 
41.6 


100.0 


ee 


Immediate 

10 years or less of service or 
participation 

11-19 years of service or 
participation 

20 years or more of service or 
participation 


Service or participation and/or age 


Age 
Other 
No vesting other than "45 and 10" 


Total 


Source Statistics Canada, "Pension Plans in Ontario, 1978," 


unpubl ished. 
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Per Per 

Plans cent Members cent 
eo 13.9 166,774 10:0 
37382 39.0 1,000,972 60.0 
P20) 13.9 1005.072: 6.0 
754 S.7 46,040 2e0 
234 ane ASST SR 8 
23 3 1,426 sal 
166 ee) 49,633 360) 
1,698 19.6 248,607 14.9 
8,665 100.0 1,668,895 100.0 


Table 40 


Disability Benefits in Pension Plans by Sector, Ontario, 1978 


Public sector 


Per cent 


100.0 


Private sector 


Members Per cent 
285,601 Zoa0 
i ipa giao OE dwg 
6,019 ale 
180,043 L760 
421,849 4163 
1, 0205,.623 100.0 


Members 
Full accrued pension B22 70 LL 
Actuarially reduced pension 83,666 
Flat amount per month 2035 
Other 22,443 
None provided 7 93h 
Total 648,014 
Source Statistics Canada, "Pension Plans in Ontario, 1978," 
unpubl ished. 
Table 41 


Survivor Benefits in Pension Plans, by Sector, Ontario, 1978 


Public sector Private sector 


Death prior to retirement 

No death benefit 

Refund of employee contributions 
Refund of vested employer 
contributions 

Widow's pensions 

Refund of employee contributions 
and vested employer contributions 
Other 

Total 


Death after retirement 
No benefit 
Pension payments for balance of 
guaranteed term: 
Less than 60 months 


MOrestnan 120 

Employee contributions less 
pension paid 

Employee and employer 
contributions less pension paid 

Widow's pension 

Option chosen 

Other 

Total 


Members 


77,544 


769 
561759 


8,342 


648,014 


17292 


71,070 
540,116 
769 
20,804 
648,014 


Per 
cent 


Members 


Fides §e Wpt AA 
228,002 


70,713 
309,774 


92,458 
207525 


1,020,881 


259,374 


3,669 
335,483 
2,930 
123,747 
TS 


80, 292 


11,668 
212,093 
11,745 
23,779 


1,020,881 


Per 
cent 


Source Statistics Canada, “Pension Plans in Ontario, 1978," 


unpublished. 
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Table 42 
Benefit Escalation in Pension Plans by Sector, Ontario, 1978 


Public sector Private sector 
Members Per cent Members Per cent 
No provision 266,930 41.2 972,690 95.3 
Consumer Price Index with 
yearly maximum of: 
2 — 2.4 per cent 348 ar 36,955 3.6 
22) ~'2.9 per cent - - = = 
3 — 3.4 per cent - ~ 4,713 25 
3.5 — 3.9 per cent - - = - 
4 per cent ~ ~ 4 - 
Over 4 per cent 215,956 33.3 Zee 03 
Wage index with yearly 
maximum of : 
Under 2 per cent - - 3 = 
2 - 2.4 per cent ~ - 24 = 
2.5 — 2.9 per cent - - 45 - 
3 - 3.4 per cent - - = = 
3.5 - 3.9 per cent - = = = 
4 per cent - _ me a 
Over 4 per cent - = = oe 
Other 164,780 25.4 3,670 4 
Total 648,014 100.0 17 020,03% 100.0 


Source Statistics Canada, "Pension Plans in Ontario, 1978," 
unpublished. 
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Table 43 
Pension Plan Terminations in Ontario, 1965 to 1972, by Reason for 
Termination (a) 


Reason for termination Plans Members 


Required to join common municipal plan 


(OMERS ) 341 13,843 
Introduction of Canada Pension Plan 196 4,536 
Objection to supervisory legislation 36 283 
Company merger 774 67,941 
Employer went out of business 148 37.05) 
Employer bankrupt or in receivership 38 1,067 
Replaced by new plan Bt 3,443 
Result of unfavourable tax ruling 637 1,488 
Other or no reason given LOZ | 15523 
Total 3,506 LILO TS 


a Unofficial tabulation of plan terminations, with membership affected 
where known. Additional preliminary tabulations show a total of 469 
plan terminations in 1973, affecting 8,048 members; and from January 
1, 1974 to March 31, 1975, 784 terminations affecting 20,000 members. 


Source Pension Commission of Mtario. 


Table 44 
Registered Retirement Savings Plans, Contributors and Contributions, 
Ontario, 1970-76 


Contributors Contributions 
(Number ) (S$ million) 
1970 248,719 225.2 
1971 347,674 319.8 
1972 545,416 645.1 
1973 15ST 9L6 922.6 
1974 936,385 eae 
1975 170787155 To 2425 
1976 225,034 EA Ala BSsegik 


Source H. Weitz, study prepared for the Royal Commission on the Status 
of Pensions in Ontario. 
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Table 46 
Contributions to RRSP Funds in Canada, 1958-1977 


Annual contributions Annual increase 
(Thousands of dollars) (Per cent) 

1958 19,004 = 
1959 20 ,000(a) 5 
1960 247526 - 
1961 347,322 25 
1962 40,456 18 
1963 46,456 2S 
1964 57,704 24 
1965 81,997 42 
1966 100,618 23 
1967 118,864 18 

1958-1967 546,947 : 
1968 142,618 20 
1969 178,600 25 
1970 225,200 26 
LOT 319,800 42 
1972 645,100 100 
L973 922,600 43 
1974 1243. 7700 B5 
L975 ls, 524 2500 23 
1976 2715, 500 39 
1977 27355, 000 (bd) LE 

1968-1977 9,672,618 

1958-1977 107 29.5, 565 


a Estimate 

b Preliminary figure provided by Revenue Canada, Taxation. 

Source Revenue Canada, Taxation, Taxation Statistics, Annual reports 
for Taxation Years 1958-1976. 


Table 47 
Deferred Profit Sharing Plans Established, Canada, 1970-78 


Annual total Cumulative total 
1970 ~ 948 
1971 97 il F045 
1972 982 25024 
1973 2,/66 4,793 
1974 Sy 7ret0) 87538 
T975 37697 L220 
1976 3 766 15,486 
1977 Be 225 18,661 
1978 2,918 217579 


Source Revenue Canada. 
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Glossary 


Pension plan language displays a great variety in terms and usage 
from one occupation or firm to another, and often among different pro- 
fessionals. Government pension programs have introduced their own spe- 
cialized terminology, including new or special meanings for old terms. 
In public discussion it often happens therefore that two different 
terms are used interchangeably; or an expression, though technically 
correct, is applied in a manner sufficiently unusual to confuse many 
readers - even, on occasion, the well-informed. In the preparation of 
its report the Commission has made every effort to define and explain 
all terms used as and when they occur in the text. It was thought 
useful, however, to include this Glossary, covering as many as possible 
of the specialized words and phrases occurring in the report itself and 
likely to be encountered in subsequent discussion of pension issues at 
various levels. The only items intentionally omitted are those not in 
general use today, or for which an adequate definition is possible only 
in the context of a full discussion, as is the case with some actuarial 
and legislative expressions. 


ACCRUED PENSION - Amount of pension credited to a plan member according 
to service, earnings, etc.-, up to a given time. 


ACTUARIAL ASSUMPTIONS - In an actuarial valuation, a set of estimates of 
future developments affecting the cost of benefits to be provided 
under a pension plan (e.g-, mortality, salary increases, investment 
return, employee turnover, retirement ages). 


ACTUARIAL EQUIVALENT - Result of a calculation used to reduce or in- 
crease the amount of monthly pension payments when taken in a form 


other than the normal form of benefit - at a different age, or with 
different survivor conditions, etc. - but representing the same total 


value over the entire term of the expected payments. For example, a 
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life pension commencing at age 60 may be a lower monthly amount than 
one starting at age 65 because a greater number of monthly payments 
are expected; it is said to be the actuarial equivalent of the age 65 
pension when the present value is the same. 


ACTUARIAL VALUATION - Examination of a pension plan by an actuary to as- 
sess the solvency of the plan and determine the level of contributions 
required to maintain its solvency. 


ACTUARY - A professionally trained specialist in the pension and in- 
surance fields. In Canada, full professional recognition requires 
membership in the Canadian Institute of Actuaries. 


ADDITIONAL VOLUNTARY CONTRIBUTIONS - Contributions to a pension plan, 
made voluntarily by an employee in addition to those required for 
specific plan benefits. Extra benefits are purchased by the addi- 
tional contributions but no additional cost is borne by the employer. 


ADEQUACY - A social judgment applied to determine the amount of income 
to be provided through government programs to the elderly - in this 
report, persons aged 65 and over. As used in Volume I, Chapter 6, 
adequacy level is defined as the amount required for adequacy in 1979 
for persons who retired at the end of 1978; and adequacy standard is a 
formula for determining the adequacy level in subsequent years. 


AD HOC ADJUSTMENT - Amount added to a pension after retirement, on an 
irregular basis and not as a result of a prior commitment or contract. 
To be distinguished from indexing. 


AGE DISTRIBUTION - Analysis of the age of a group according to number of 
members in each age class: eege, 20-24, 25-29, etc. 


AGE PENSION - Term used to distinguish pensions payable on account of a 
person's age from those payable in event of disability, etc. 


AMORTIZATION PERIOD - Period of years over which payments are made into 
a pension plan to meet the cost of benefits that have not been fully 


funded. (See Unfunded liability.) 


ANNUITY - In pension terminology, periodic payments (usually monthly) 
provided by the terms of a contract for the lifetime of an individual 
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(the annuitant); may be a fixed or varying amount, and may continue 
for a period after the annuitant's death. See Guaranteed annuity; 


ANNUITY RATE - Price charged by an issuer of annuities to provide a 
dollar of annuity (usually per month) under specified conditions to an 
individual based on the person's age, interest rates, etc. 


AVAILABLE INCOME - Total dollar value of money income and other benefits 
received by an individual, including such items as income tax credits 
and free health plan premiums. (Term used in discussion of Adequacy, 
Volume I, Chapter 6). 


AVERAGE INDUSTRIAL WAGE - The Industrial Composite of Wages and Salaries 
(weekly) as measured by Statistics Canada and reported in Employment, 
Earnings and Hours (Cat. 72-002). Usually cited as an annual average. 


BENEFICIARY - In a pension plan, a person who, on the death of a plan 
member or pensioner, may become entitled to a benefit under the plan. 
(See Survivor benefits, Death benefits.) 


BENEFIT - Generally, any form of payment to which a person may become 
entitled under the terms of a plan; often refers specifically to the 
normal pension provided by the plan formula. 


BENEFIT FORMULA - Provision in a pension plan for calculating a member's 
defined benefit according to years of service, earnings (career or 
final average), a fixed dollar amount, etc. (See geghlatebenefiit:, 


Career average benefit; Final average benefit; see also: Defined 
contribution plan.) 


BEST EARNINGS FORMULA - A defined benefit formula which applies the unit 
of benefit credited for each year of service to the member's average 
earnings for a specified period of highest earnings (e.g., best five 
of the last ten years of service). See also: Final average formula; 


final earnings formula. 


BRIDGING SUPPLEMENT - A supplemental benefit payable in addition to 
regular benefits under a pension plan to an employee who retires 
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before becoming eligible for government benefits, but ceasing when OAS 
or CPP/QPP benefits are payable (or offset by those benefits). 


CAREER AVERAGE FORMULA - A defined benefit formula which applies the 
unit of benefit to earnings of the member in each year of service, and 
not to final or final average earnings. 


CARRIER = General term used: toi refer! to ian sinsuranceiicompany 7 (trust 
company or other financial institution with responsibility for some or 
all functions under a pension plan. 


CASH WITHDRAWAL - A return of personal pension contributions to a member 
whose employment is terminated. : 


CHILD-REARING DROPOUT - Provision in Quebec Pension Plan (and Canada 
Pension Plan, subject to approval of provinces) under which allowance 
is made for months in which no (or low) contributions were made while 
the contributor was raising children. 


COFITRENTES + - Pension review committee established by the govern- 
ment of Quebec; report released March 14, 1978. (Comite da’ etude 
sur le financement du Regime de rentes du Quebec et sur les regimes 
supplementaires de rentes.) 


COMMUTED VALUE - Amount of an immediate lump-sum payment estimated to be 
equal in value to a future series of payments. See also: Present 
value. 


COMPOUND INTEREST - Interest credited to the investor at a specified 
rate and on specified dates, and added to the principal for the 
purpose of subsequent interest calculations. 


COMPULSORY PLAN - A pension plan which eligible employees must join as a 
condition of employment. 


COMPULSORY RETIREMENT - Provision in a pension plan, collective agree- 


ment or employer's rules requiring that employee must retire at a 
certain age or under other specified conditions. 
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CONTINUOUS SERVICE - Period during which an employee is continuously 
employed by the same employer; may be defined in a pension plan (or by 
law) so as to include certain periods of absence, and service with an 
associated or predecessor employer. To be distinguished from Credited 
service. 


CONTRIBUTION INTEGRATION - Provision for reducing the required con- 
tributions to a pension plan by contributions prescribed in the 
Canada Pension Plan (or QPP). To be distinguished from treatment of 


contributions in Step-rate integration. 


CONTRIBUTORY PLAN - A pension plan which requires the employee to make 
contributions by payroll deduction in order to qualify for benefits 
under the plan. 


COST CERTIFICATE - The certificate of an actuary, based on an actuarial 
valuation, setting out costs and contributions required under an 
employment pension plan. Under pension benefits legislation a cost 
certificate must be filed when a plan is established and at least 
every three years thereafter, and when the plan is amended. 


CREDITED SERVICE - Periods of employment counted in calculating amount 
of pension; may also be a basis for qualifying for a particular type 
of benefit. See also: Continuous service. 


CREDIT SPLITTING - See Division of pension credits (CPP). 


CURRENT SERVICE - Period of service of an employee after becoming a 
member of a pension plan. Current service cost usually refers to the 
cost of benefits credited to members of a plan in a given year. See 


also: Past service; Unfunded liability. 


DEATH BENEFIT - A lump sum (usually), payable from a pension plan to the 
beneficiary or estate of a member who dies before retirement. May 
refer to a payment on death after retirement. See also: Survivor 


benefit; Guaranteed annuity; Joint and survivor annuity. 


DEFERRED PROFIT SHARING PLAN (DPSP) - Type of profit sharing plan de- 
fined in the Income Tax Act, often used as a defined contribution 
pension plane Employee contributions are not deductible from income 
for tax purposes. See also: Profit sharing pension plan; Employees 
profit sharing plan. 
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DEFERRED RETIREMENT - See Postponed Retirement. 


DEFERRED VESTED PENSION (ANNUITY) - A specified pension determined at 
the time of termination of employment or termination of a plan but not 
payable until some later date, usually normal retirement age. (See 


Vesting.) 


DEFINED BENEFIT PLAN - A plan which defines the pension to be provided 
(based on service, average earnings, etc.) but not the total contri- 
butions. If plan is contributory, the rate of employee contributions 
may be specified, with the employer paying the balance of cost. To be 


distinguished from defined contribution plan. 


DEFINED CONTRIBUTION (MONEY-PURCHASE) PLAN - Plan which defines contri- 
butions to be made by employer and employees, but not the benefit 
formulae Accumulated contributions and interest are used to purchase 
an annuity for the member. To be distinguished from Defined benefit 


plan. 


DEMOGRAPHIC PROJECTION - An estimate of the future size and composition 
of the population, based on past and current census data and assump- 
tions as to birth and death rates, immigration, etc. 


DEPENDENCY RATIO - A demographic expression of the economic relationship 
of the population outside the labour force to those in the labour 
force in a given year. Term may refer to all who are inactive (in the 
economic sense) or just those considered to have retired. 


DEPENDENT CHILD'S BENEFIT - Under the Canada Pension Plan (or OPP); 


a monthly amount payable to each dependent child of a disability 
pensioner or deceased contributor. 


DEPOSIT ADMINISTRATION - A contract with an insurance company to admin- 


ister a pension plan, but with the employer responsible for solvency 
until funds are used to purchase annuities, usually at the time of 
retirement. (See also: Insured plan.) 


DISABILITY PENSION —- Pension payable to an employee permanently incapac- 
itated due to physical or mental disability. 
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DISCOUNTED COST - Present value of benefits payable in the future, 
taking into account estimates of future investment yield and the 
probability that plan members will live and remain in the plan long 
enough to qualify for payment of benefits. 


DISPOSABLE INCOME - Generally, a person's income from all sources, minus 
income taxes. 


DIVISION OF PENSION CREDITS - Also known as "credit splitting, te.a 
provision in the Canada Pension Plan (and QPP) whereby one spouse, on 
dissolution of marriage, may obtain an equal division of pension 
credits earned by one or both partners during the period of marriage. 


DROP-OUT MONTHS - Under the Canada Pension Plan, certain low-earnings 
months which are not counted in calculating average contributory 
earnings on which the contributor's pension is based. 


DUES-PAID PLAN - Pensions provided for members of a trade union, fi- 
nanced entirely by regular dues payments, without participation by 
employers. 


EARLY RETIREMENT - Provision in a pension plan for retirement earlier 
than the normal pension age. The amount of pension credited under the 
plan formula may be reduced according to the member's attained age; or 
an unreduced pension may be payable if a specified service condition 
(e-ge, 30 years) has been met. (See also: Special retirement.) 


EARNINGS - A person's money income from employment or self-employment; 
usually excludes such forms of income as rents or bond interest. In 
some pension plans certain bonuses, sick pay, etc.e, may be excluded in 
calculating benefits. 


EARNINGS CEILING - See Year's Maximum Pensionable Earnings. 


EARNINGS-RELATED PLAN - Any plan with a benefit formula based on earn- 


ings (as opposed to a Flat benefit plan). Includes Career average and 
Final average plans. 


EARNINGS TEST - A form of retirement test in which eligibility for 
a specified pension or supplement is determined on the basis of a 
person's earnings during a certain period. 
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ELIGIBILITY REQUIREMENT - A condition such as age or length of service 
that must be met before an employee is permitted or required to join a 
pension plan. (Term may refer to eligibility for certain benefits.) 


EMPLOYEE-PAY-ALL PLAN - Any pension or retirement savings plan that is 
organized for or by a group of employees but is not financed by an 


employer. See also: Dues-paid plan. 


EMPLOYEES PROFIT SHARING PLAN (EPSP) - A plan, defined in the Income Tax 
Act, under which employer contributions must be declared as income by 
the employee, and employee contributions are not deductible. Benefit 
payments out of the fund are generally tax-free. See also: Deferred 


profit sharing plan; Profit sharing pension plan. 


EMPLOYMENT PENSION PLAN - A pension plan offered by an employer or 
supported by a group of employers for the benefit of employees. As 
used in this report, the term includes plans covering employees of 
governments and public agencies but does not include the Canada 
Pension Plan or other public programs. 


ENTRY AGE NORMAL - A costing method used in arriving at a level premium 
cost for a group. It bases costs on the average career of employees 
from an assumed average age of entry into the the plan to normal 


retirement age. (See: Level premium, Single premium.) 


EXCESS EARNINGS - In discussion of inflation, earnings from investments 
of a pension fund in excess of an assumed or expected rate of return. 


EXPERIENCE DEFICIENCY - An unfunded liability, revealed by an actuarial 
review of a pension plan, resulting from a difference between actual 
experience (investment earnings, salary levels, etc.) and assumptions 
made at the time of a previous valuation. 


FINAL AVERAGE (EARNINGS) FORMULA - A defined benefit formula which 
applies the unit of benefit credited for each year of service to the 
member's average earnings for a specified number of years just before 


retirement. See also: Final earnings formula; Best earnings formula. 


FINAL EARNINGS FORMULA - A defined benefit formula which applies the 
unit of benefit credited for each year of service to the member's 
final salary rate or annual earnings immediately before retirement. 


See also: Final average formula; Best earnings formula. 
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FINAL PAY PLAN - Term commonly used for any pension plan whose benefits 
are based on earnings in a member's last years of service. See: 


Final average formula; Final earnings formula; Best earnings formula. 


FLAT BENEFIT FORMULA - A defined benefit formula which specifies a 
dollar amount of pension to be credited for each year of service. 


Term should be distinguished from Flat rate pension. 


FLAT RATE PENSION - A defined benefit expressed as a dollar amount of 
monthly pension, not related to service or earnings, but paid on 
retirement after meeting certain qualifying conditions. See. for 


example, Old Age Security. 


FULLY FUNDED - Term describing a plan which, at a given time, has 
sufficient assets to provide for all pensions and other benefits in 
respect of service up to that date. 


FUNDED RATIO - Ratio of the assets of a pension plan to its liabilities. 


FUNDING - Systematic payments into a fund which, with investment earn- 
ings, are expected to provide for all pensions and other benefits 


as they become payable. See: Fully funded; Provisionally funded; 
Terminal funding. 


FUTURE SERVICE BENEFIT - Term used to refer to a current service benefit 
formula that differs from that for past service. See also: Current 


service; past service. 


GAINS - See Guaranteed Annual Income System. 


GOING CONCERN BASIS - Refers to the assumption, when making an actu- 


arial valuation, that the pension plan will continue in operation 
indefinitely. 


GOVERNMENT PROGRAM - Any legislative program under which benefits 
(pensions, income supplements, etc.) are provided by a government in 
its role as government rather than its role as an employer; e.g., Old 
Age Security, Canada Pension Plan, Guaranteed Income Supplement. 
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GROUP ANNUITY - A contract under which an insurance company agrees to 
provide retirement pensions to members of a group. 


GUARANTEED ANNUAL INCOME SYSTEM (GAINS) - An Ontario government program 
providing monthly income supplements to certain needy residents, based 
on a guaranteed amount of annual total income. "GAINS-A" benefits 
apply to those aged 65 and over; "GAINS-D" benefits are for the blind 
and disabled. 


GUARANTEED ANNUITY - An annuity which will be paid for the lifetime of a 
person, but in any event for a minimum period; e.g., if annuity is 
guaranteed for five years and the annuitant dies after three years, 
payments will be continued to a beneficiary or the estate for two 
yearse See also: Survivor benefit. 


GUARANTEED INCOME SUPPLEMENT (GIS) - A monthly payment under the federal 
Old Age Security Act to needy recipients of the OAS pension, based 
on a guaranteed minimum income amount. See: | OldsAgerSecunity; 


Guaranteed Annual Income System (GAINS ); Spouse's Allowance. 


INCOME (PERSONAL) - Generally, all monies received by or credited 
to a person; may be defined to include receipt of certain goods or 
services, as well as non-earned income (interest, rents, etc.). For 
purposes of income tax and government support programs some forms 
of income may be excluded; or certain deductions may be allowed in 
computing net income. 


INCOME SUPPLEMENT - A regular payment made to a person, usually on the 
basis of need or other special circumstances, in addition to other in- 


come such as earnings or pensions. See: Guaranteed Income Supplement; 
Guaranteed Annual Income System (GAINS); Spouse's Allowance. 


INCOME TEST - Method by which the income of a person or family is taken 
into account in determining eligibility for (or amount of) a payment 


under a government program. see; Guaranteed Income Supplement; 
Guaranteed Annual Income System (GAINS); Spouse's Allowance. 


INDEXING - Provision for periodically adjusting a benefit amount (usu- 
ally after retirement) according to a formula based on a recognized 
index of price or wage levels, e.g, the Consumer Price Index. To be 


distinguished from Ad hoc adjustment. 
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INDIVIDUAL ANNUITY - Annuity purchased for an individual and held in 
trust by the employer until the person's retirement. Plan may be 


referred to asa pension trust. 


INFLATION TAX CREDIT - A system of tax credits recommended in Volume a 
Chapter 10, to offset a portion of inflation cost for retired persons. 


INITIAL UNFUNDED LIABILITY - See Unfunded liability. 


INSURED PENSION PLAN - A plan in which all benefits are purchased from 
and guaranteed by an insurance company as contributions are received. 


INTEGRATION - Provision in a pension plan which relates plan contribu- 
tions and/or benefits to those of a government pension program, e.g-, 
Canada Pension Plan. Not to be confused with Level income option. 


See also: Contribution integration; Step rate sintegration; "Offset 
integration; Bridging supplement. 


INVESTMENT RETURN (YIELD) - Earnings of a pension fund including inter- 
est on fixed income securities (bonds, mortgages, etc.) dividends, 
capital gains, etc. 


JOINT ADMINISTRATION - Provision for a union-management committee or 
board to assume supervisory functions relating to a pension plan. May 
include provisions for final and binding settlement of disputes. 


JOINT AND SURVIVOR ANNUITY - An annuity payable until the death of the 
retired employee, and continuing thereafter to the surviving widow or 
widower until that person's death. Commonly provided as an option at 
the time of retirement; may be available as a level amount or with 
reduction when one annuitant dies. See also: Survivor benefit. 


LEVEL INCOME OPTION - Also referred to as a "notched" option: provision 
for employee, at time of retirement, to elect an increased pension, 
subject to a reduction by a specified amount when the retiree becomes 
eligible for pension under a government program. To be distinguished 


from integration. 


LEVEL PREMIUM FUNDING - Funding method in which equal annual payments, 
per employee or a percentage of payroll, are contributed to a pension 
fund over the estimated working life of employees in a pension plan to 
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fund all benefits under the plan. To be distinguished from single 
premium funding. 


LIFE EXPECTANCY - Number of years a person of given sex and age is 
expected, to Live; based, ongstatisticsnofemontality .isee i eeMortaluney 
table. 


LOADING - An amount added to the estimated cost of a pension plan to 
provide for expenses of a variable or minor nature; e.g., special 
retirement pensions, trustee fees. 


LOCKING-IN ~- Requirement under legislation that pension contributions 
made after a certain date cannot be withdrawn or otherwise forfeited 
if the employee on termination of employment has attained a certain 
age or has completed a certain period of service or plan membership. 


See Vesting. 


MANDATORY PENSION PLAN - An employment pension plan which employers are 
required by law to establish and maintain for their employees. See 


also: Provincial Universal Retirement System (PURS ). 


MANDATORY RETIREMENT - See Compulsory retirement. 


MAXIMUM PENSIONABLE EARNINGS - See Year's Maximum Pensionable Earnings 
(YMPE). 


MEANS TEST - Method by which a person's assets as well as income are 
taken into account in determining eligibility for or amount of payment 
under a government program. See Old Age Pensions. 


MINIMUM WAGE - Lowest rate of pay an employer may pay to an employee 
according to applicable minimum wage legislation (provincial or 
federal). 


MONEY-PURCHASE PLAN - See Defined contribution plan. 


MORBIDITY RATES - Statistics showing the incidence of specific physical 
and mental ailments in large groups, by age, sex, occupation, etc. 
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MORTALITY TABLE - A table showing expected rates of death at various 
ages for people born in various periods. Used by actuaries to arrive 
at mortality assumptions when estimating the cost of pensions for a 
groupe Term unisex is used when mortality estimates for males and 
females are combined in a single table. 


MULTI-EMPLOYER PLAN - A pension plan covering employees of more than one 
employer, usually by agreement with a union or group of unions. 


NEEDS TEST - Method of assessing a person's or family's expenditure 
requirements (shelter, food, fuel, etc.) in relation to other income 
or means, to determine amount of income support to be provided under a 
government program (e.g-, in most provincial family benefit programs). 
See also: Income test; Means test. 


NET REPLACEMENT RATIO - Measurement of adequacy of retirement income by 
relating it to income immediately before retirement, taking into 
account income taxes, tax credits, etc. 


NON-CONTRIBUTORY PLAN - A pension plan in which all required contri- 
butions are made by the employer. 


NON-PENSION BENEFIT - Any benefit or privilege provided by governments 
Or private organizations to retired persons; e.g., employer-paid life 
insurance; free prescription drugs; reduced fares for transportation; 
subsidized housing. 


NORMAL COST - Amount of annual contribution required to pay for the 
current service cost of a pension plan. Term usually refers to a 


level premium, based on a "normal" age assumption (e.g., entry age 
normal). 


NORMAL FORM OF BENEFIT - Amount and other features of the annuity 
(pension) payable on retirement unless the plan member elects an 


optional form of benefit. 


NORMAL PENSION - Amount of pension, according to the benefit formula, to 
which an employee is or would be entitled on reaching normal retire- 
ment age, based on earnings and/or service. See also: Benefit 


formula; Early retirement. 
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NORMAL RETIREMENT AGE - The age specified in a pension plan at which 
employees are expected to retire; may be the earliest age at which an 


unreduced pension is payable. See also: Early retirement; Normal 
pension. 


OFFSET - Generally, the amount of one type of benefit used to reduce the 
amount of another benefit payable to a person, e.g., a disability 
pension where disability insurance benefits are provided by the same 
employer. For reference to government pension programs, see Offset 


integration. 


OFFSET INTEGRATION - Provision in a pension plan for directly reducing a 
plan benefit by all or a portion of pensions payable to the indi- 
vidual from a government program. See also: steperavtewintegration, 
Contribution integration. 


OLD AGE PENSIONS - Usually refers to pensions formerly paid under a 
federal statute to aged residents who could qualify under a means 
test. (Program replaced in 1952 by the Old Age Security Acti). 


OLD AGE SECURITY (OAS) - Federal program providing a universal, flat 
rate pension to all residents aged 65 and over, regardless of need; 
also provides income-tested supplements: see Guaranteed Income 


Supplement, Spouse's Allowance. 


OPTIONAL FORM OF BENEFIT - Form of annuity which a plan member may elect 
On retirement, differing from the normal form of benefit in amount and 
other conditions but of actuarially equivalent value. See also: 


Guaranteed annuity; Joint and survivor annuity; Straight life annuity; 
Level income option; Participating annuity; Variable annuity. 


PARTICIPATING ANNUITY - A form of annuity in which the contractual 
amount of regular payments may be increased to reflect investment 
returns that are higher than originally assumed. (To be distinguished 


from Variable annuity.) 


PAST SERVICE - Period of service of an employee before becoming a member 
of a pension plan. Term may be used to define certain benefits that 
differ from those for current service (future service). See also: 


Current service; Future service; Unfunded liability. 
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PAY-AS-YOU-GO PLAN - Term used for benefits that are not funded except 
as and when they are paid to individuals; iee., payment is made from 
current revenue or other sources outside the plan as such. 


PENSION - Generally, any regular periodic payment to a person who has 
retired from the service of an employer or has met certain age or 
other conditions for payments under a government pension program. See 


also: Annuity. 


PENSION FORMULA - See Benefit formula. 


PENSIONABLE EARNINGS - Defined portion of an individual's total earn- 
ings, used in calculating pension entitlement (e.ge, excluding certain 
bonuses). See also: Year's Maximum Pensionable Earnings (YMPE) - 
term used in Canada Pension Plan. 


PENSION BENEFITS LEGISLATION - Laws and regulations under which employ- 
ment pension plans must be registered and meet prescribed standards 
relating to vesting, solvency, investments, etc. In ‘Ontario, the 
Pension Benefits Act. 


PENSION BOARD (COMMITTEE) - Group of persons designated according to the 
terms of a pension plan to oversee various administrative functions. 
Members may be trustees of the plan. 


PENSION COMMISSION OF ONTARIO - Commission responsible for administering 
the Pension Benefits Act. 


PENSION PLAN - A plan organized and administered to provide a regular 
income for the lifetime of retired members; other benefits that may be 
provided include payments on permanent disability, death, etc. See 


also: Annuity. 


PENSION TRUST - See Individual annuity. 


PLAN TERMINATION - Discontinuance of an employment pension plan, vol- 
untary or involuntary (e.g-, as in bankruptcy); wind-up procedure 
regulated by pension benefits legislation. See also: Priorities. 
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POOLED FUND - Funds of two or more pension plans, held by a financial 
institution and combined for investment purposes in a single fund, 
each plan sharing rateably in the net income from investments. 


POOLING - In pension plans, term used to describe any method by which 
certain risks or costs are shared by all members of a group, and 
certain group advantages are gained. (Term may also refer to a method 
of fund investment; see: Pooled fund). 


PORTABILITY - Extent to which an individual is provided on retirement 
with pension income which recognizes all periods of employment with 
various employers. See also: Vesting. 


POSTPONED (LATE) RETIREMENT - Retirement of a member later than the time 
prescribed for normal retirement. 


PRESENT VALUE - Amount of money which, if invested today at a given rate 
of compound interest would provide a defined benefit commencing at a 
specified future date. 


PRIORITIES (PLAN TERMINATION) - A set of rules, in an employment pension 
plan or legislation, under which the assets of a plan that is discon- 
tinued are allocated among members and beneficiaries to provide as far 
as possible for all accrued benefits. 


PRIVATE PENSION PLAN - See Employment pension plan. 


PRIVATE SECTOR PLAN - An employment pension plan offered by an employer 
or by employers and unions (multi-employer plan) in the private 
sector. 


PROFIT SHARING PENSION PLAN (PSPP) - Type of plan defined in the Income 
Tax Act: money-purchase, with employer's contribution expressed as a 
share of profits but subject to a minimum annual amount equal to 1 per 


cent of member's earnings. See also: Defined contribution plan; 
Deferred profit sharing plan; Employees profit sharing plan. 


PROVINCIAL UNIVERSAL RETIREMENT SYSTEM (PURS) - Mandatory pension 
plan to be provided by all employers, as recommended in this report 
(Volume II, Chapter 12). 
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PROVISIONALLY FUNDED - In pension benefits legislation, term used to 
describe a pension plan that is not fully funded but is "solvent" - 
iee., current service costs are being met year by year, and special 
payments are being made to amortize all unfunded liabilities. 


PUBLIC PENSION PROGRAM (PLAN) - Also referred to as "government pro- 
grame" A legislative program providing pension benefits from the 
government in its role as a government rather than its role as an 
employer; e.g.-, Old Age Security, Canada Pension Plan. To be dis- 


tinguished from Public sector plan. 


PUBLIC SECTOR PLAN - An employment pension plan offered by an employer 
in the public sector, covering civil servants, teachers, municipal 
employees, etc. (As used in Volumes VI and VII, term refers to such 
pLansein) Ontario (only). Not to be confused with Public pension 


programe 


REGISTERED PENSION PLAN - An employment pension plan accepted for 
registration for tax purposes under the Income Tax Act, and/or for 
registration under applicable pension benefits legislation. 


REGISTERED RETIREMENT INCOME FUND (RRIF) - Form of investment vehicle 
permitted under the Income Tax Act for funds an individual has accumu- 
lated in a Registered Retirement Savings Plan that has "matured." 


REGISTERED RETIREMENT SAVINGS PLAN (RRSP) - A personal retirement sav- 
ings plan, defined in the Income Tax Act, under which tax is deferred 
on contributions and investment income until received as annuity 
payments. 


REMARRIAGE CLAUSE - Provision for a surviving spouse's pension to be 
discontinued if he or she remarries; may include provision for renewal 
of payments if that marriage is later terminated. 


REPLACEMENT INCOME - Regular payments (e.g-, a pension) from a program 
whose purpose is to replace income which the individual previously 
obtained from employment. See: Net replacement ratio. 


RETIRED LIVES FUND - In a trusteed pension plan, a segregated group of 
assets representing the value of all benefits for those who have 
retired under the plan; excess earnings of these assets may be avail- 


241 


able to increase the amounts of monthly pension payable. See also: 


Participating annuity. 


RETIREMENT - Withdrawal from the active work-force because of age; may 
also be used in the sense of permanent withdrawal from the labour 
force for any reason, including disability. 


RETIREMENT INCOME - Income from pensions and other sources, to which 
a retired person is entitled. Term may include both private and 
public pension payments, income from personal savings, government 
income supplements, and imputed income (e.g., free health insurance 
premiums). 


RETIREMENT TEST - Under a government program or employment pension plan, 
a method of determining that a person has actually left the labour 
force and so qualifies for a specified pension or supplement. 


RETURN OF CONTRIBUTIONS - See Cash withdrawal. 


SALARY SCALE - In pension costing, an estimate of future increases 
in wages and salaries of plan members whose benefits are based on 
earnings. 


SEGREGATED FUND - Assets of a pension plan held by an insurance company 
for investment management only; funds are segregated from assets of 
the insurance company, and principal and interest are not guaranteed. 


To be distinguished from Insured pension plan and Deposit adminis- 
tration. See also: Trusteed pension plan. 


SELF-ADMINISTERED PLAN - See Trusteed pension plan. 


SINGLE PREMIUM FUNDING - Funding method in which current service cost is 
the present value of benefits provided under the plan for service 
during the current year. To be distinguished from Level premium 
funding. See also: Current service cost. 


SOCIAL SECURITY - Term used to refer to a system of government programs 
providing for income security of individuals, especially the aged, 
disabled, etc. In Canada, the term as applied to the elderly usually 
includes Old Age Security, income supplements (federal and provin- 
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cial), the Canada and Quebec Pension Plans; may include other income 
Support programs. 


SOLVENCY - In a pension plan, the ability of the plan to meet its pres- 
ent and future obligations; the adequacy of provisions for funding. 


SPECIAL RETIREMENT - Term used in some pension plans for conditions 
under which an employee may retire, usually with a normal pension, in 
certain exceptional circumstances, e.g., job redundancy.e Term may be 
used in the broader sense of any provision for retirement on a normal 
(unreduced) pension earlier than normal retirement age. 


SPLIT FUNDING - Practice whereby a non-insured pension plan purchases an 
annuity (i.e., an insured benefit) for each member at the time of 
retirement, instead of making monthly payments directly from the 
pension fund. 


SPOUSE'S ALLOWANCE - Under the Old Age Security Act, a monthly payment, 
based on family income, payable to the spouse aged 60 to 65 of an OAS 


pensioner. See also: Old Age Security; Guaranteed Income Supplement; 
Guaranteed Annual Income System (GAINS); Income test. 


STACKING - Term sometimes used for a pension design in which there 
is no integration: that is, plan contributions and benefits are not 
related to those in any government pension program. See Integration. 


STEP-RATE INTEGRATION - Provision in a pension plan for different rates 
of contributions and benefit accrual in respect of an employee's earn- 
ings below and above the YMPE (earnings ceiling) of the Canada/Quebec 
Pension Plan. 


STRAIGHT LIFE ANNUITY - An annuity which is payable only during the 
lifetime of the annuitant; i.e., is not guaranteed to be paid for a 
minimum period and no part of which is payable to another person after 
the annuitant's death. See also: Optional form of benefit. 


SURVIVING SPOUSE'S PENSION - A monthly benefit payable under a pension 
plan to the surviving spouse of a deceased employee or pensioner; 
usually refers to a benefit other than payments under a guaranteed 
annuity or joint and survivor annuity. 
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SURVIVOR BENEFIT - Generally, any benefit payable under a pension plan 
to the surviving spouse or dependent of a plan member who dies before 


or after retirement. See also: Surviving spouse's pension; Guaran- 
teed annuity; Joint and survivor annuity; Death benefit. 


TAX-BACK - Term commonly used for a reduction in amount of a person's 
income supplement because of income (of the individual or family) from 
other sources. 


TAX CREDIT’ =Provisiton for «a ~reduction ‘of Income” tax” payable (not a 
deduction from taxable income) by an amount of other taxes payable or 
a portion of housing or other expenses of the taxpayer; e.g., Ontario 
Tax Credits. Tax credit is said to be “refundable“» aif it is payable 
to a person with no taxable income. 


TAX-DEDUCTIBLE - Refers to a type or amount of income which may be 
deducted from a person's total income in computing net or taxable 
income; eeg., registered pension plan contributions; pension income 
(up to $1,000 per year). See also: Tax credit. 


TAX DEFERRAL - Provision in the Income Tax Act whereby certain pension 
and similar contributions are tax-deductible and employer contri- 
butions and investment income are not included in a member's current 
taxable income; but benefit payments are considered income for tax 
purposes in the year in which they are received. 


TAX SHELTER - Generally, any savings arrangement entitled to tax de- 
ferral and therefore involving the probability that payments when 
received by the individual will be taxable at a lower rate than would 
apply in the year the income was first received or credited. 


TERM CERTAIN ANNUITY - See Guaranteed annuity. 


TERMINAL FUNDING - Method of funding whereby monies required to provide 
a member's pension are paid into the fund or used to purchase an 
annuity only at the time of retirement, and not regularly over the 
period of employment. (This method is not permitted under pension 
benefits legislation.) 


TERMINATION OF EMPLOYMENT - Severance of the employment relationship for 
any reason other than death or retirement. 
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TERMINATION RATES - In pension costing, the observed or estimated 


rate of termination of employment for reasons other than death and 
retirement. 


TRUST AGREEMENT (OR DEED) - An agreement setting out the duties and 
responsibilities of a trustee or trustees under a pension plan. 


TRUSTEED PENSION PLAN - An employment pension plan whose funds are held 
and invested by trustees, and the plan sponsor is responsible for 
making sufficient contributions to maintain the plan's solvency. 
Benefits are not insured except to the extent annuities are purchased 


(see Split funding). 


TURNOVER - See Termination of employment. 


TURNOVER RATES - See Termination rates. 


UNDERWRITER - Anyone who undertakes to provide future payments (eeg.e, 
pensions) in certain specified circumstances, in return for premiums 
paid by or on behalf of those who may become entitled to benefits; 
usually refers to an insurance company. See Insured pension plan. 


UNFUNDED LIABILITY (UNFUNDED ACTUARIAL LIABILITY) - Generally, any 
amount by which the assets of a pension plan are less than its lia- 


bilities. An initial unfunded iia bi Tnty, exists when benefits are 


created in respect of prior service (e.g.) and not provided for in 
current service contributions. See also: Experience deficiency; 


Funding. 


UNION PENSION PLAN - Plan sponsored by a trade union; usually refers to 
a dues-paid plan (see definition) but may mean a plan financed by 
employer contributions (see Multi-employer plan). 


UNISEX MORTALITY TABLE - See Mortality table. 


UNIT BENEFIT FORMULA - Any defined benefit formula providing a benefit 
credit expressed as a percentage of a member's earnings for each year 
of service. (To be distinguished from flat benefit formula). See: 


Best earnings formula; Career average formula; Final average formula; 
Final earnings formula. 
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UPDATING (BENEFITS) - Term applied to the occasional review and increase 
of accrued benefits to reflect rising wage levels where the plan does 
not provide for automatic improvement as in a final average formula. 


VALUATION - See Actuarial valuation. 


VARIABLE ANNUITY - A pension whose amount varies according to the market 
value of the fund, usually invested in common stocks. In theory, this 
feature may compensate the retiree for the effects of inflation. 


VESTING - The right of an employee, on termination of employment, to 
part or all of his or her accrued pension; usually requires locking-in 
of employee's contributions. Vesting is usually in the form of a 
deferred annuity commencing at retirement age. Vesting is said 
to be contingent or conditional if employee has the option of cash 
withdrawal. Statutory vesting occurs when employee meets the age 
and/or service conditions set out in pension benefits legislation (in 
Ontario currently, age 45 and 10 years' service or plan membership) 
and applies to benefits accrued after a specified date (Jan. 1, 1965 
in Ontario). Cash vesting is a return of both employer and employee 
contributions if not restricted by statutory vesting. 


VOLUNTARY ADDITIONAL CONTRIBUTIONS = See Additional voluntary 


contributions. 


WAGE INDEXING - A method of indexing based on movements in average wages 
and salaries. 


WAITING PERIOD ~ Period of service with an employer before an employee 
fulfils eligibility requirements for membership in a pension plan. 


WIDOW'S PENSION - See Surviving spouse's pension. 


WINDING-UP (OR WIND-UP) - See Plan termination. 


WITHDRAWAL RATES - See Termination rates. 
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YEAR'S MAXIMUM PENSIONABLE EARNINGS (YMPE) - Term used in Canada Pension 


Plan, often referred to as the earnings ceiling: the maximum amount 
of annual earnings from employment on which CPP contributions and 
benefits are calculated. YMPE is changed each year according to a 
formula based on average wage levels. 
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